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PRIVATE ENTERPRISE 





[Many less-developed countries are increasingly 
recognizing the advantages of a vigorous and growing 
private sector in accelerating their economic and 
social development. Local private entrepreneurs 
can be a most important source of innovation for new 
industries and other modern kinds of economic activi- 
ties. Such new enterprises create additional employ- 
ment and also provide new market opportunities for 
other entrepreneurs, who become suppliers of raw 
materials and components, or wholesale and retail 
distributors of finished products. 


All of these new activities in the private sec- 
tor contribute substantially to the improvement of 
living standards. They serve importantly to dissemi- 
nate new skills and techniques throughout the devel- 
oping economy. They are also able to attract both 
additional capital and advanced management and tech- 
nological know-how from more developed nations. 

Thus, a dynamic, indigenous private sector can be a 
major asset in advancing a country's economic and 
social development. / 








THE AMERICAN BUSINESSMAN 


Alphonse de Rosso 


This is 
an original 
article. 


A feeling often voiced with conviction by business- 
men the world over is that they can always get along 
with other businessmen from any country because they all 
speak the same language -- the language of business. 
This is a myth. It may some day be true, but the day of 
one world is still some distance away. 


Businessmen, like all other citizens of a country, 
are carriers of the beliefs, values and prejudices em- 
bedded in their culture. Moreover, their general out- 
look and attitudes as businessmen are naturally condi- 
tioned by the unique industrial, financial and commercial 
environment in which they live and work. There are, of 
course, broad areas of similarity; but there are never- 
theless some quite significant differences. 


Leaving aside for a moment the question of cul- 
tural differences, it appears reasonable to expect that 
businessmen from a highly industrialized country will 
approach business operations rather differently from 
businessmen from a developing country. Yet, if any re- 
lationship between them is to be mutually beneficial, 
they must understand the nature of these differences 
and be prepared to make the necessary concessions to 
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one another. Knowledge contributes to better understanding. Much is be- 
ing done to educate American businessmen about conditions and attitudes 

in the developing countries. Here, I should like to attempt a brief de- 
scription of what I believe are the salient features of the American 
business environment and the attitudes and values shared by most American 
businessmen -- particularly in the larger cerporations which have been re- 
sponsible for most U.S. private investment in the developing countries. 


The American Business Community 





A major characteristic of the American economy is the pervasive- 
ness of the limited stock corporation. It exists in all sizes and 
shapes, ranging from corporations with less than $50,000 in assets op- 
erating in one location to those with multi-billion dollar sales and 
assets and world-wide operations. The large corporations as a group 
control the bulk of corporate assets and have the vast majority of 
shareholders. Their foreign trade and operations comprise by far the 
largest segment of American foreign operations. Although medium-sized 
corporations have been venturing abroad more and more in the postwar 
period, their interests are small in comparison. The small corporation 
has remained tied largely to domestic business. This evolving pattern 
of American overseas operations is basically a reflection of the greater 
availability of capital and of trained personnel in the large corporation. 


According to latest estimates, there are about 15 million owners 
of shares of corporations in the United States. Both in absolute size 
and in proportion to the total working population, this body of stock- 
holders represents the largest number of owners of private industrial 
and commercial property in the world. This widespread ownersHip of 
shares is a phenomenon peculiar to the United States and exercises a 
much deeper influence on the conduct of the American business community 
than is generally realized by outside observers. It is most clearly re- 
flected in the common belief held with rare exceptions by the American 
business executive that he is a trustee of other people's money. Al- 
though he is generally a shareholder, his holdings are typically so 
small in relation to the total stock outstanding that he can exercise 
very little influence on decisions by virtue of being a part owner of 
the enterprise. His influence on corporate decisions depends instead 
upon his position in the management hierarchy. The over-all success of 
the enterprise, its standing in the community, his own personal success 
in the corporate hierarchy are among the factors which are most likely 
to influence his behavior and his business decisions. 


Large enterprises perforce require delegation or decentralization 
of authority and, in recent years, significant areas of decision-making 
have been granted to subdivisions and branches of the organization. 
However, such decentralization at the operating levels necessitates ef- 
fective coordination at the top management levels. This naturally gives 








rise to decision-making by committee, often the bane of the American 

executive. However, he gets conditioned to it early in his business 

life and by the time he has executive responsibility he is thoroughly 
accustomed to it and operates successfully within its framework. 


Since the end of World War II, the United States has enjoyed prob- 
ably the longest period of sustained prosperity in its history. The 
few recessions that have occurred have been rather mild. Optimism and 
the drive towards expansion have permeated all segments of the American 
business community. The mass consumption economy, providing a tremen- 
dous market for all kinds of goods and services, can be said to have 
come to full maturity during this period. Some indication of this de- 
velopment can be gleaned from the changes shown in Some basic statisti- 
cal measurements; for example, total personal consumption expenditures 
rose (in current prices) from $147 billion in 1946 to $339 billion in 
1961, the industrial production index rose from 65 in 1947 to 109 in 
1961 (1957 = 100), and corporate profits after taxes rose from $13 bil- 
lion in 1946 to $23 billion in 1961. 


Another phenomenon of the business scene during this period has 
been the emphasis put on research and development of new products and 
of new uses for existing products, particularly by the large American 
corporations. For example, research and development. expenditures by 
American corporations rose from $2 billion in 1950 to $10.5 billion in 
1960. As a result, large cadres of highly trained scientific personnel 
were created and whole new industries have come into being, such as 
electronics, data processing, synthetic fabrics, etc. There are a num- 
ber of factors accounting for this concentration on research and devel- 
opment, such as the stimulus given to research during World War II with 
its numerous technological breakthroughs, the potential of the mass 
consumer market, and the influx into management of university graduates 
attuned to the use of the scientific method. This change in the quality 
of management, which has become more pronounced over the years, has 
caused other far-reaching innovations. Of primary importance has been 
the search for and application of new methods in organization, adminis- 
tration, production, and marketing. Scientific management has really 
come into its own during this period. 


Foreign Operations 





In the early postwar years, the American business community -- with 
some exceptions -- still looked upon foreign markets as of marginal im- 
portance to their over-all operations. However, in the 1950's there was 
a radical change in this attitude. This came about in part because of 
growing markets abroad, and in part because of new policies and meas- 
ures of governments, both in Western Europe and in the less-developed 
areas, aimed at attracting foreign investment to accelerate the develop- 
ment of their economies and also to conserve foreign exchange. The 

















result has been a substantial increase in American foreign investment 
in all kinds of facilities abroad, with direct investment rising from a 
total of about $12 billion in 1950 to about $35 billion in 1961. 


Along with capital, the American business executive has brought 
with him methods and criteria which have proven successful or of value 
at home. It might be useful at this point to analyze a number of the 
basic methods and criteria which underlie American management practice. 


Investments 





Before a decision on investment is made, the market potential is 
thoroughly investigated by means of surveys and studies of available 
information on income, population, etc. This is followed by an exami- 
nation of the relevant tax and social legislation, availability of man- 
power, supply and transportation facilities, etc. Once a decision to 
invest has been taken, each step of the operation is carefully planned. 
As part of such a plan, personnel at all levels will be selected and 
trained, if necessary, in the different phases of the operation months 
before the corporation is ready to start production or to sell its 
products on the market. 


This painstaking approach to investment making has proven itself 
over time to bé the most effective way of minimizing, or at least re- 
ducing, risks and losses. It also reflects the realization that invest- 
ments are long-range commitments which cannot be reversed without seri- 
ous loss and which will affect both the scope and nature of the corpora- 
tion's activities far into the future. For these reasons, American 
corporations accept the idea of possible losses in the first years of 
operation. This is one attitude which often strikes businessmen in 
developing countries as unorthodox, to say the least. But, again, ex- 
perience has demonstrated over time, at least in the United States, — 
that there are nonrecurrent and unforeseen expenses peculiar to the 
initial stages of a new operation which more often than not cause 
losses. They are such a common occurrence that appropriate provision 
is made for them in investment plans, and they are accepted as part of 
the cost of laying down sound foundations for a successful enterprise 
over the longer term. 


Use of Equity 





Another commonly accepted practice relates to the equity and debt 
structure of a corporation. The proportion of equity as compared with 
fixed debt in the average American corporation is generally higher than 
is found in corporations in developing countries. No valid generaliza- 
tion can be made as to prevailing U.S. ratios, since they vary from in- 
dustry to industry, and change over time in the light of experience and 
availability and cost of capital in the money markets. However, this 








high equity-debt ratio reflects two basic characteristics of the 
American business scene. One is the deeply ingrained and commonly ac- 
cepted concept of risk taking. This, of course, is the result of a 
long historical development and is perpetuated by the fact that the 
potential rewards accruing to a corporation making a successful invest- 
ment of its capital could be and still are high. 


The other characteristic is the availability of capital. The ex- 
istence of broad money markets, which are readily accessible to corpo- 
rate treasurers, is an important factor. Of equal significance, per- 
haps, has been the phenomenal growth of private savings and the expansion 
and creation of all types of financial institutions to manage and invest 
these funds. Since savings are being constantly generated, there is an 
ever-increasing pressure to find attractive investment opportunities. 

The American corporate executive therefore has a wide choice, both as 
to kinds of capital and as to financial institutions from which to ob- 
tain it. 


Reinvestment of Earnings 





The bulk of large- and medium-sized American corporations generally 
reinvest from 40 to 60% of their yearly earnings. Stockholders accept 
this as a fact of corporate existence and regard it as essential to the 
future growth and development of an enterprise. Experience has shown 
this to be a correct appraisal. Typically, the large American corpora- 
tion has been able, particularly in the postwar period, to raise sub- 
stantially both the value of the dividends and the shareholders' equity 
in the firm. 


This attitude towards reinvestment derives from a number of com- 
plex factors. Of paramount importance has been the steady growth in 
the vast mass market which has, of course, required tremendous expan- 
sion in productive facilities. The relative cheapness and availability 
of funds generated internally by the corporations made it rather easy 
for corporate executives to meet the growing investment opportunities. 
Moreover, there is the built-in bias of the American business community 
towards expansion which can be explained in part by the competitiveness 
charatteristic of American society. 


Integration of Operations 





The continental size of the United States has forced corporations 
which want to tap the national market to locate their plants and other 
facilities in different parts of the country. However, if they are to 
operate efficiently and maximize profits, there must be some central 
direction. Out of this experience has evolved the pattern of centraliz- 
ing operations into a network directed from a central point. It should 
be added that the introduction of computers has made this concept of 
management applicable to almost any industry. 














It is only natural for the American business executive to apply 
this approach, which has proven successful, to his overseas operations. 
In setting up a network of production, research, marketing and other 
facilities, he strives to allocate resources in a way which appears op- 
timal from the viewpoint of sales and profits. It might be added that 
some industries can operate efficiently only through such a network ap- 
paratus, as in the case of the extractive industries. This is also 
true of mass production industries, such as autos, tractors, etc., 
which require large markets. Wherever possible, and where efficiency 
and rates of return justify it, international operations of many 
American corporations are planned to dovetail with domestic operations. 


Management and Production Controls 





One of the most pervasive elements in the management and produc- 
tive processes of the American corporation is the application of all 
types of control techniques. Various control devices have been devel- 
oped over the years to minimize waste and loss, to insure volume pro- 
duction of high quality, and to permit a large hierarchy of personnel 
to function as efficiently as possible. There is, moreover, a constant 
search to improve this process of.rationalizing every aspect of a cor- 
poration's operation. An interesting and illustrative example of this 
search is the practice followed by many corporations of rewarding em- 
ployees at all levels who submit good ideas for improvements. 


It is no wonder, therefore, that with this kind of conditioning, 
the American business executive, particularly in the large corporation, 
is control conscious and, regardless of the size of the operation, will 
try to apply such techniques no matter where he goes. 


Community Responsibility. 





For a variety of reasons, the business executive in the United 
States accepts and firmly believes in the notion that the corporation 
and its employees have responsibilities to the community at large. 
These responsibilities are broadly conceived and involve not only giv- 
ing financial support but also active participation by the executives 
in a wide spectrum of community activities; for example, in fund-raising 
for charitable, educational, cultural and other organizations and pro- 
grams. Perhaps the most eloquent evidence that can be adduced here is 
the tremendous growth in the number of private corporate foundations in 
recent years. These institutions have come to be important supplemen- 
tary sources of support for the educational system, scientific research 
and other areas of American life. 


Intimately linked with this concept of community responsibility is 
the deep conviction shared by American businessmen that private initia- 
tive and a healthy private sector are indispensable requirements for 








the maintenance of a vigorous democratic society and for an expanding 
economy. Voluntary association of individuals to deal with commnity 
problems, whether at the local or national level, has a long and suc- 
cessful history in the United States. The vast majority of Americans 
continue to believe that self-help and mutual cooperation must be the 
first means for solving problems and that the government should be 
called upon only when remedies are beyond the ‘capabilities of private 
individuals, organizations and groups. This sense of personal comm- 
nity obligation is often carried abroad with him by the American busi- 
nessman and is a force that could beneficially be adapted to the needs 
of the country in which he works. 


The Need for Mutual Understanding and Adaptation 





There is no need to belabor here the many advantages accruing to a 
. developing country from private foreign investment in terms of growth 
of production facilities, and transmission of modern skills, techniques, 
and experienced management. There is a fairly broad consensus among 
developing countries on these benefits. Similarly, American companies 
are interested in making foreign investments to tap growing overseas 
markets. Thus, there are mutual advantages to both sides in the 
relationship. 


On the basis of their experience to date, most American business- 
men recognize the need to adapt to the particular conditions of a coun- 
try if their operations are to be successful. But, despite their 
awareness of the necessity and their willingness to adapt, American 
businessmen often find the process both difficult and frustrating. 

Many of the obstacles are psychological, such as the natural human re- 
sistance to change, even though everybody concerned acknowledges the 
obvious merits of suggested changes. 


For their part, the governments and businessmen of the developing 
countries also need to take adequately into account the attitudes and 
values of the American investor briefly sketched above. Accepting the 
fact that the American businessman is the product of a different eco- 
nomic environment and national culture would be a definite step forward 
in achieving better understanding and more satisfactory relationships. 
In framing laws and regulations governing private foreign investment, 
allowances have to be made for the fact that they will apply to foreign- 
ers whose attitudes are somewhat different from those of the country's 
citizens. The absence in many countries of well-defined government 
regulations concerning private business, and of continuity in interpret- 
ing them is an especially serious obstacle to the foreign businessman. 


To take the view that if the foreigner wants to invest in the 
country, all of the required adaptations must be on his side is both 
unrealistic and self-defeating. In his daily life, every person must 














and does adapt and make concessions to the views and attitudes of other 
individuals, even when they are his own compatriots. It would seem ap- 
propriate for a similar approach to inspire governments dealing with 
foreigners whom it wants to attract, particularly when it has taken the. 
initiative in doing so. It is equally important for the businessmen of 
the developing countries, if they are to have mutually beneficial and 
fruitful relationships with American companies, to be prepared to meet 
their American associates halfway in making the needed adaptations and 
concessions. The process of working together will never be successful 
unless it is also a process of educating each other. 


Reasonable men should be able to agree on a clear enough defini- 
tion of terms and of mutual obligations and responsibilities, whether 
in a contractual or a partnership arrangement. After all, one of the 
characteristics businessmen everywhere supposedly share is the use of 
reason in their activities. 








DEVELOPMENT CORPORATIONS AND THE PROMOTION 
OF NEW INDUSTRIAL ENTERPRISES 


G. L. Mehta 


[From Seventh Annual Report, 1961, Statement by 
the Chairman, The Industrial Credit and Investment 
Corporation of India, Ltd., Bombay, 1962, pp. 3-9./ 








[In his annual Statement to the shareholders of 
The Industrial Credit and Investment Corporation of 
India, Ltd. (ICICI), the Chairman, Shri G. L. Mehta, 
outlines the ways in which development corporations 
assist in starting new industrial enterprises. He 
also discusses some of the ways in which changing eco- 
nomic conditions in India have affected ICICI's poli- 
cies and their relations with potential borrowers. 


The ICICI was established in 1955 as the only 
privately owned development corporation in India. it 
provides long-term loans and equity capital, under- 
writes stock issues, and guarantees loans for new or 
expanding industrial enterprises. Its own resources 
are obtained from shares sold to Indian banks, insur- 
ance companies and private investors, and from long- 
term loans provided by the Indian Government, the 
International Bank for Reconstruction and Development, 
and the U.S. Development Loan Fund. By the end of 
1961, the ICICI had provided loans, equity capital or 
guarantees to 133 enterprises, of which 70 were new 


Excerpts from ventures and the remainder were expansions. 

the Statement 

begin on the The ICICI recently sponsored the first Regional 
next page. Conference of Development Banks in Asia, held in Bombay 


at the end of March, 1962. The Proceedings of the Con- 
ference have been published by the ICICI. 
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The business of a development bank like ours is often taken to be 
merely that of providing finance for industrial projects. While this 
is true and the need for finance is the basic factor which brings to- 
gether a development bank and its clientele, I feel that finance is not: 
the only common ground in this relationship. 


The process of development basically consists in drawing into in- 
dustry a large number of people hitherto engaged in other occupations. 
It means that a trader or a landlord or a technician decides to become 
an entrepreneur, that an agriculturist or an artisan decides to become 
a factory worker. This is what happened in the industrially developed 
countries a century or two ago, and this is what has been going on in 
India for some decades, although the pace has been accelerated only 
during the last few years. 


What is this recent upsurge due to? On the one hand, import cuts 
and re-direction of channels of trade have closed traditional avenues 
of vocation for,many businessmen. On the other, with sudden curbs on 
imports, rewards in manufacturing activity have become more attractive; 
for, much of the recent upsurge in industry is based on import substi- 
tution, where demand is assured. 


Recently, however, the situation has been changing. The projects 
planned on the basis of the 1958 foreign exchange crisis are beginning 
to yield results, and gradually the supplies of many goods have started 
to catch up with the demand. The next phase of development will have 
to be based on the general growth of the economy and will require a 
much more acuté cost consciousness on the part of the promoters. The 
search for worthwhile projects will have to be more painstaking, and 
quick and large profits more difficult to come by. 


It is in this context that this Corporation's policies and proce- 


dures for appraising applications should be judged. What do we want to 
be assured about? 


First, about the market. Many promoters base their calculations 
on the prevalent shortages. However, the project planned by them may 
come into production two or more years later -- which is the time rele- 
vant for considering the demand for the product. Moreover, others are 
likely to have had the same bright idea, and consequently, the market 
situation in the future is not likely to be the same at the time the 
project goes into production .as it is today. Hence, in assessing the 
market for a product, we take into account not only the present, short- 
ages (as evidenced by high market prices or long waiting lists with 
manufacturers) but also the likely growth in demand, the scope for fur- 
ther import restrictions and the probable increase in internal supply 
based on licenses given and likely to materialise. Recently, we have 
taken steps to build up a market assessment cell in our Project 
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Department, which we trust will go to strengthen our appraisals on the 
marketing side. 


Another matter we want to be assured about is the cost of the proj- 
ect and the means proposed to be adopted to finance it. As regards the 
cost of a project, we have observed that there is generally a tendency 
to underestimate it. Promoters are prone to ignore a large amount of 
financial expenditure which is not for "hardware." Expenditure on build- 
ings, machinery and equipment is more easily visible than pre-operative 
items. In fact, we have calculated that such financial expenditure often 
forms about 30 per cent of the expenditure on what I have called above 
the "hardware" of development. Similarly, working capital needs tend 
to be under-estimated. It is for these reasons that we endeavour to 
obtain a detailed break-up of the cost of a project according to certain 
standard categories. 


A simple rule which too many promoters tend to ignore is the need 
to arrange for the total financing of the cost of the project in ad- 
vance. I referred, in my last Annual Statement to you, to the tendency 
of many promoters to keep the equity base small. While we try to con- 
sider each case individually and allow for a large debt element in the 
capital structure where necessary, we feel that a company, particularly 
a new one, should have a strong equity base, for several reasons: a 
large equity base keeps the burden of interest low during the unproduc- 
tive period of the enterprise; and by keeping the borrowing capacity 
unimpaired it enables the enterprise to borrow when actual costs go 
above the estimates, as they normally do; moreover, in the more competi- 
tive conditions which are likely to come about, a strong equity base 
will strengthen the capacity of the entrepreneur to withstand competi- 
tion and weather temporary adversities. Although such advice on the 
capital structure may not always be palatable to some promoters, in the 
long run, it is sure to stand them in good stead. 


In this connection, I would like to refer to recent developments 
in the [Indian/ stock markets. After the spurt in 1960, the market for 
industrial shares has recently quietened down. For quite some time, 
preference shares have, owing to various ‘factors, been almost orphaned 
on the market. As we seek to attract investment in industry, it will 
be necessary to offer investors securities which appeal to their re- 
quirements. Financial institutions whose eventual objective (even when 
they immediately take up shares or grant loans) is to dispose of their 
holdings on the market and thus to turn over their resources to be able 
to help newer industries are interested in seeing that promoters of- 
fer securities acceptable to the public. In the more discriminating 
times ahead, it will be necessary to offer to investors securities like 
preference shares and debentures with varying features like participa- 
tion in extra profits, option to subscribe to or convert into ordinary 
shares and so on. Unless our entrepreneurs are willing to offer such 
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terms, they will find themselves more and more inhibited in their de- 
velopment plans by lack of finance. 


As a financial institution whose profits are dependent on the 
prosperity of its client, we naturally look closely into the profita- 
bility of an enterprise before deciding on our assistance. One factor 
which governs profitability is the prospective market for the product 
to which I have alluded earlier. A second factor is obviously the cost 
of production of the article proposed to be manufactured. Our entrepre- 
neurs have become so used to conditions of artificial scarcity brought 
about by import and licensing restrictions, that the need to produce at 
economic costs is not adequately recognised. Besides lack of cost con- 
trol procedure, this is also due to a failure to spread overheads over 
the maximum possible output. The results are vividly reflected in our 
performance in the sphere of exports which has failed to keep pace with 
the requirements of the economy. The somewhat easier supply position 
in the markets for many products recently has made entrepreneurs more 
cost-conscious, and I trust this will help not only our exports but also 
the domestic consumer. 


It is on an independent and careful assessment of all these fac- 
tors that ICICI takes a decision for providing finance. This necessar- 
ily takes time which, in its turn, depends a good deal on the thorough- 
ness with which requisite information and data are supplied and relevant 
queries answered. On an average, we find that it takes 3 to 4 months 


from the preliminary approach by a client to come to a decision although 
in some cases it takes much less. 


But the sanction of finance by ICICI does not end the relationship 
between the Corporation and its client -- rather, it is only the begin- 
ning. Legal formalities have to be gone through, agreements signed, 
import licences obtained, and all the procedures involved in operating 
an industrial enterprise in a planned and complex economy gone through. 
The completion of legal formalities alone takes considerable time, as 
the company has to satisfy various conditions, titles have to:be exam- 
ined, and so on. On an average, we have found that it takes about six 
months after sanction is given, to enter into the Heads of Agreement 
with a company. This, however, is not a net loss of time as it is used 
to push ahead the project further in other respects. 


Some of the formalities which have to be fulfilled before a loan 
is disbursed -- for example, those connected with import control which 
is intended to prevent imports of goods which can be locally manufac- 
tured -- cannot be avoided. We ourselves try to expedite decisions 
where we can. What is more, we try to adjust our procedures so as not 
to let them come in the way of expeditious carrying out of the project. 
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Disbursement of funds is a slow process. Some who look at our 
liquid funds, perhaps, feel that we are not using our funds fast enough. 
This is not so. Money, for a development banker, is his raw material 
and he has to keep a sufficient stock of it to enable him to continue 
sanctioning finance. Moreover, unlike raw materials where supply is 
continuous, for a development banker the funds do not ceaslessly flow 
in -- we cannot hope to approach the market for funds every now and 
then and for small amounts. Hence, we have to carry a stock of funds 
which will last us a year or more. 


Even after all the legal and procedural formalities have been com- 
pleted and disbursements have started, it takes quite a while to com- 
plete the utilization of funds and bring the plant to the stage of pro- 
duction. Machinery and equipment are not normally readily available 
across the counter; delivery periods for equipment are anything from 
one year to three years or even more. This means that even when dis- 
bursement starts, it has to be spread over a period of two to three 
years. According to our estimates, out of our sanctions we can expect 
to disburse about 20 per cent in the first year, about 40 per cent in 
the second year and about 40 per cent in the third year. But this kind 
of time lag is inherent in the business of development banking. 


I have spoken at length on all these aspects because the services 
we provide incidental to the provision of funds are no less important. 
We have familiarised entrepreneurs with modern practices of preparing 
project reports to assess the viability of projects. We help- them to 
have a capital structure which, in our view, would stand up to diffi- 
cult times. We assist them with their problems with the Government and 
we watch over the progress of the project both during the construction 
and the operating years. We do so in a helpful and constructive spirit 
keeping the broad requirements of development in view. Over the years, 
we have found that our clients have come to understand and appreciate 
our procedures and the need for them. There is a growing interest 
among the investing public in industrial growth. The appearance of two 
financial dailies should help them to judge intelligently industrial 
prospects. 


I should say in fairness that the emphasis which we have been lay- 
ing over the years on the need to have a full and detailed appraisal of 
each project and on the desirability of having closer understanding at 
all stages among the different financing institutions participating in 
a project is being increasingly appreciated by the various agencies con- 
cerned. -This is a healthy development in the sphere of industrial fi- 
nance which should pave the way particularly for financing large-sized 
projects which could only be carried out with the joint efforts of a 
number of financing institutions, including the Life Insurance Corpora- 
tion, commercial banks, investment trusts as well as development banks. 
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SOME MANAGEMENT SHORTCOMINGS 
IN UNDERDEVELOPED COUNTRIES 
AND THEIR REMEDIES 


Martin M. Rosen 


[Among the principal causes of the lack of suc- 
cess of new industrial projects in less developed 
countries is inadequate management. Specific examples 
of different kinds of management shortcomings, and of 
the remedies necessary for overcoming them are outlined 

‘ in this abridgment -- beginning on the next page -- of 
a lecture recently given by Mr. Martin M. Rosen, Execu- 
tive Vice President of the International Finance Cor- 
poration (IFC), at the Economic Development Institute 
of the World Bank. 


The IFC is an autonomous international investment 
institution closely affiliated with the World Bank. 
Its operations are distinct, however, as it deals ex- 
clusively with private business. It invests in produc- 
tive enterprises -- primarily industrial -- in member 
countries in underdeveloped areas to provide them with 
part of the capital needed to start or expand opera- 
tions which will have a significant impact on economic 
growth. 


In September 1961, its Charter was amended to per- 
mit it to make investments in capital stock. With the 
right to invest in equity as well as make loans, the 
IFC has increased flexibility of financing to meet the 
varying needs of private enterprise in the less devel- 
oped countries and to assist directly in the growth of 


Martin M. Rosen is Executive Vice President 
of the International Finance Corporation. 
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capital markets in these countries by underwriting share issues pentling 
their sale to the public. More recently, the IFC has established a 
Development Bank Services Department, which provides technical assist- 
ance in the promotion of new, privately owned development banks, as 
well as advice and assistance to existing banks. 


To date, the IFC has invested over $62 million in 20 countries and 
it has not only supplemented much larger amounts of,private business 
capital, local and foreign, but it has also stimulated substantial addi- 
tional private investment into participation. Essentially, it has al- 
ways been an investing rather than a lending institution, judging proj- 
ects on their merits as investments for private capital. 


[Following is an abridgment of Mr. Rosen's lecture :/ 


The problem I am going to talk about is that of management in pri- 
vate industry in developing countries. Some of what is said on the 
problem of management in private industry will be equally applicable to 
management in the public sector. In most approaches to the problem of 
industrial success, or industrial failure, it is assumed that manage- 
ment is the factor which makes the success or failure of the enterprise. 
By management is meant the combination of technical, administrative and 
business qualities, all of which combine together to determine whether 
a particular undertaking will be successful or not. Thus, management 
means much more than the simple administrative organization of an enter- 
prise. Defined in these broad terms -- as I believe it should be -- 
management certainly is the fundamental factor in determining the suc- 
cess or failure of industrial investment undertakings. 


There are many different elements which enter into making an in- 
dustrial enterprise successful. One of them, of course, is the problem 
of obtaining sufficient capital for the investment on proper terms. 
Another is the problem of obtaining the proper number, quality and ex- 
perience of the labor force. Another is the problem of making adequate 
studies of the project before the investment decisions have been under- 
taken. By adequate, I mean studies which would cover not only all the 
engineering aspects of the problem, but the marketing aspects as well. 
Finally, there is the problem of reaching proper agreements with the 
government to determine whether the project will receive governmental 
support or governmental opposition. It is in the effective study and 
consideration of these problems in advance, and then in the effective 
establishment and operation of the project taking account of these prob- 
lems, that successful management is distinguished from unsuccessful 
management. 
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Now, I would like to talk a little about how we have considered 
successful management can effectively be obtained and how it can be 
fitted together. We in the International Finance Corporation have had 
the opportunity to review many different industrial projects in many 
different countries. We are familiar with the projects in which we 
have made our own investments, and we have examined perhaps a hundred or 
more other projects in which we have decided not to make investments. 
In reviewing these projects, we have consistently found that there are 
two key elements which determine their success. These two elements are 
accounting controls and management capability. 


The problem of inadequate accounting control has been present in 
each project which has caused us difficulty. In most cases, the prob- 
lem of accounting has arisen because the company has started from a 
very small family-owned enterprise in which the leading member of the 
family in charge of the enterprise knew every fact about the business. 
It has then grown and developed until it was too big for one person, or 
for two or three brothers, or for a father and son, to know all the 
facts about the business. 


Let me tell the story of one of our projects, where we could see 
in advance that the accounting problem might become a very serious one. 
This is a company which manufactures electrical components for the auto- 
mobile industry. The founder of the firm had a great deal of experience 
in this industry and he started manufacturing, almost by hand, small 
parts for motorcycles, for motorbicycles, and for automobiles -- genera- 
tors, distributors, windscreen-wipers, etc. His son was trained as an 
engineer and entered the business. 


As the motor-car industry in the country in question grew, the 
problem of this enterprise was to grow as fast as the total automobile 
industry was growing. It had the exclusive license to provide electri- 
cal equipment for several types of motor cars. If it were to maintain 
this exclusive license, it had to be able to produce as many parts as 
were needed or lose the franchise. Therefore, it had to expand. The 
expansion involved heavy financial cost for enlarging the existing 
plant and, more important, the expense of building a new plant at. some 
distance from the original one, where certain of the parts could be 
manufactured. 


The man who started the company is now about 60 years old. In his 
view, the problem of accounting was a very simple one, as he explained 
it to me. He pulled a little book out of his pocket and he said, "On 
this page I write all the money I receive, and on that page I write all 
the money I pay, and as long as this page is more than that page, 1 
have nothing to worry about." It is not as inadequate as it sounds. 
While the company was a one-man controlled enterprise, he could always 
look in his pocket and see exactly what the intake of money was and 


17 








what the outilow was. As long as he knew in his own mind that the out- 
flow of money was for raw materials which were going to result in bigger 
Sales next month, he could keep effective control over the enterprise. 


However, when the enterprise expanded to include 800 paid workers, 
when he had two factories 200 miles apart, when the inventory of compo- 
nents became an inventory of ten thousand different pieces -- stampings, 
forgings, cuttings, forms -- it was no longer possible to keep all the 
information that was needed in his little notebook. 


We emphasized the accounting problem before we entered into this 
undertaking; we arranged to have a public accounting firm make an in- 
vestigation of the company. More important, we required that the com- 
pany enter into an arrangement with an accounting adviser to set up a 
system of accounting controls that went beyond the little notebook in 
the pocket. This meant a continuing system of inventory controls. It 
meant a continuing system of cost analysis, because the company was 
manufacturing many different parts and needed to have information as to 
which parts were profitable and which parts were not profitable. 


Also, it had a scheduling problem. For example, the company might 
receive information from a customer making motor cars that in the months 
of October-November-December the customer planned to produce 2,000 cars 
a month and would need, therefore, the components for a total of 6,000 
cars. The company had to be in a position to manufacture before Octo- 
ber the horns, the switches, and all of the other parts that had to go 
into the 6,000 cars. This required very complicated scheduling, be- 
cause each of these finished products might require 10 or 50 different 
little pieces of metal to be cut out or to be stamped and fitted to- 
gether. Clearly an accounting system was needed. Such a system has 
Slowly been introduced, and is beginning to show its effectiveness. 
But, this is an example of a problem which was foreseen before any dif- 
ficulty actually arose. A failure to take management action through 
approved accounting control might -- and I believe would -- have led to 
serious problems. 


Another case that I will mention is that of a company manufactur- 
ing a product which is sold by another company owned by the same people 
who control the manufacturing company. Here the problem is that the 
profits accrue to the sales company to a greater extent than to the 
manufacturing company. This, too, is a problem of management in the 
sense that the outside investor, who is a partner in the manufacturing 
company, is not sure of being given a fair share of the profits of the 
enterprise. 


A third example of a problem of inadequate management arises from 
a failure to make proper studies regarding the local situation prior to 
entering into the investment. This is a project which produces building 
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materials out of a waste material. Under its process, the waste is put 
together with a very thin mixture of cement, yielding a building mate- 
rial something like cement block or cinder block. 


The project was started in a tropical country by a man who was 
familiar with the success of the particular building material in Europe. 
He thought that he had made a careful study of the market possibilities, 
cost, and supply of the raw material. It appeared that there was suffi- 
cient raw material available. In consequence, he decided to start the 
project. At once, he ran into difficulties. 


The first difficulty was that the raw material supply disappeared. 
The raw material was a waste material only as long as nobody wanted to 
buy it. Instead of being able to buy it at a price which was only a 
token above the costs of delivery and transportation, he found that it 
became known that this material was needed for his factory and accord- 
ingly, very high prices were charged for it -- prices which made the 
cost of production much higher than the cost of substitute building 
materials, such as bricks. 


The second problem was that in this country the labor component of 
building construction costs was not very important. The country has 
surplus labor, wage rates were low, and therefore it was cheaper to use 
twice as many workers putting in bricks than half as many workers put- 
ting in cement blocks, since they cost more than the bricks. 


The third factor was that this special cement block had insulation 
qualities which were desirable in Europe but not in a tropical country 
where the weather is always warm. 


The lesson of this example is that the outsider coming in to make 
a study of the feasibility of a project, even if he is very familiar 
with the technical characteristics of the project, must guard against 
overlooking certain important local circumstances which are essential 
to the success of the project. You cannot meet your management deci- 
sion problem by hiring an outside group to make a feasibility study. 
The feasibility study needs to be based on intimate knowledge of local 
circumstances and factors, and failure to take account of these local 
circumstances and factors will lead to difficulties. 


A fourth example I want to mention relates to the size of the proj- 
ect being undertaken. The first problem was that the plant was designed 
too small. It was obviously unwise to build a plant to produce more of 
the particular product than could be consumed in the country. With the 
general world market situation what it is for the particular commodity, 
it was doubtful that the product could be produced at a cost which per- 
mitted it to compete in world markets. Hence, it was reasonable to 
limit its size to the domestic market. But, this meant that the plant 
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would be a high-cost producer. It was intended that this problem would 
be solved by an agreement with the government of the country that there 
would be tariff protection against lower-cost imports. 


The second problem was that the costs of building the plant were 
about 25% more than had originally been expected. I do not know how to 
pinpoint the exact reason for these increased construction costs. 


The third problem was a technical one. In any manufacturing opera- 
tion, it is not merely a matter of putting in equipment, pulling a 
switch, and letting it run. Almost every plant runs into technical 
problems which cannot be foreseen. In this case, one of the technical 
problems was that the water used for cooling had a greater mineral con- 
tent than had been expected, and mineral deposits were clogging the 
cooling tubes. Because of this, the equipment was working at a higher 
temperature than had been designed, resulting in corrosion by the sul- 
phuric acid used in the plant. Consequently, leaks developed and pumps 
broke down. Actually, this project had many fewer design problems than 
Similar plants which I visited in other countries. I mention these un- 
anticipated costs and technical difficulties only because they fre- 
quently occur in new enterprises. 


There were other difficulties arising from the fact that the for- 
eign engineers involved in the operation were not able to communicate 
effectively with the labor which was being trained to operate the plant. 
Certain of the mechanical difficulties developed simply because a valve 
was not turned every hour to divert the flow from one tank to another. 
The engineers said it was the fault of the workers who wouldn't do what 
they were told. The local management said it was the fault of the for- 
eign engineers who should have gone to the factory each hour in order 
to make sure that the valve was turned. 


These examples will suffice to illustrate some of the many differ- 
ent kinds of management problems that can arise in new or expanding in- 
dustrial enterprises in less developed countries. Before concluding my 
remarks, I would like to discuss two additional problems of management 
which I believe are of general applicability and importance. 


The first relates to the failure to establish a new industrial 
project with a capital structure which makes it possible for the enter- 
prise to work successfully. In many cases, inexperienced managements 
have started enterprises with insufficient capital, or with capital 
which has been obtained on very onerous terms or with impossible condi- 
tions. All too frequently, we have seen enterprises in which the capi- 
tal needed on a permanent basis has been borrowed on a short-term basis 
from banks or obtained on two- to four-year credits from suppliers. An 
inexperienced management looks at optimistic financial forecasts for 
the new company and concludes that it will be profitable enough to repay 
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credits obtained on a two- or three-year basis. We have learned to be 
very suspicious of such proposals, because new projects are likely to 
have unanticipated difficulties which require more capital or longer- 
term capital than anticipated. The ability to forecast such difficul- 
ties and to anticipate the resulting capital requirements is one of the 
qualifications of good management. . 


The second general point I wish to make concerns the appropriate 
relationships among the local government, local enterprise, and foreign 
enterprise from the point of view of ensuring adequate management com- 
petence. For this purpose, I would distinguish three categories of 
projects on the basis of size. 


The first category consists of very large and complex projects, 
for example, iron-ore mining, metal smelters, chemical plants, etc. 
Where, as in most cases, the country lacks people with the requisite 
technical skills and managerial experience, and often lacks the neces- 
sary capital as well, I think there can be no doubt that the management 
needs to be an experienced foreign concern. The cost of such projects 
is very large; the technical problems are very difficult; the adminis- 
trative and managerial tasks are very complex. There will not be very 
many projects of this kind, but where they exist, I think the manage- 


ment will have to be foreign if the necessary competence is to be 
obtained. 


Second, there are the projects which are very small. These proj- 
ects may involve a few workers, maybe up to twenty -- and really require 
only one person as manager. Such projects should certainly be local. 
What is important here is that there be supporting governmental services 
which will help local enterprise. The proper kind of industrial devel- 
opment financing corporation is particularly important. It is also im- 
portant that there be a public organization undertaking scientific and 
technical research, including market research, so as to provide the 


data needed by a local entrepreneur for deciding whether a bicycle or 
a textile plant makes sense or not. 


The more difficult category is the third, covering the middle 
range of projects -- for example, a fertilizer plant, a cement factory, 
a medical drug project. Here the management problem may be too large 
and complex for the experience available in the country, but the proj- 
ect may not be the kind that necesarily would have to be turned over 
completely to foreign management. In this case, I think the answer is 
a mixed enterprise with local and foreign financial participation, and 
in which the management relationship corresponds more or less to the 
ownership holdings of the local and foreign participants. The joint 
enterprise, the joint venture, is, I believe, the most effective solu- 
tion at this middle level. The two groups need to pick each other 
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carefully. The foreign participants have to be willing to tackle the 
problem of training, not only of unskilled workers, but also of skilled 
workers, and particularly of both middle-management and top-management 
people. The local participants must supply the indispensable knowledge 
of local conditions and limitations, and can usually best handle the 
problems of relationships with the local government. Thus, in this 
broad middle category of industrial enterprises, each participant con- 
tributes what he is best able to do to the joint venture. 
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JOINT INTERNATIONAL BUSINESS VENTURES 


Edited by Wolfgang G. Friedmann 
and George Kalmanoff 


[New York and London, Columbia University 
Press, 1961, pp. xi and 558./ 


This is a 
review of 
the book. 


Economic relations between the industrially devel- 
oped and the industrially underdeveloped nations are in 
a state of flux. Older concepts and organizational 
forms are being abandoned as underdeveloped nations 
achieve independence and insist upon mtuality of inter- 
est and benefits in continuing economic relations with 
foreign governments and investors. New kinds of asso- 
ciations are being worked out to meet this new require- 
ment. Private companies, private companies and govern- 
ment agencies, and private companies, government agencies 


-and international or regional organizations are develop- 


ing new and mutually beneficial associations between and 
among them. Conspicuous among these new kinds of part- 
nerships is the joint international business venture. 
Defined broadly, the joint venture comprises "any form 
of association which implies collaboration for more than 
a transitory period." Defined narrowly, the joint ven- 
ture is an equity partnership in which capital, manage- 
rial responsibility and/or technical know-how are’ shared. 


The editors of this book have brought together the 
results of a four-year investigation into joint business 
ventures in twelve countries. Wine of the countries -- 
Brazil, Burma, Colombia, Cuba, India, Mexico, Pakistan, 
the Philippines and Turkey -- can be regarded as less 
developed; three others -- Italy, Japan and West Germany 
-- have sophisticated industrial economies. Each coun- 
try was studied, usually by a small group of its nation- 
als, first to give the general climate, past and present, 
for foreign investment in general and then specifically 
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from the point of view of joint ventures. In each country, a selected 
number of case studies of joint ventures was undertaken in depth. From 
these case studies, 36 were chosen for inclusion in the book to illus- 
trate the different forms in which joint ventures appear and the differ- 
ent experiences, problems and prospects of the local and foreign part- 
ners. As the editors say, "The problem of a joint venture is, for 
example, a vastly different one in the case of a mass-manufactured 
standard product than it is for a heavy engineering project." Conse- 
quently, the editors do not arrive at a model form of joint venture nor 
do they consider the device as always the right means for bringing to- 
gether investors from the less developed countries with those from the 
industrially advanced countries. But they do bring to light many hope- 
ful experiences which suggest that this kind of partnership has a bright 
future. Among the foreign respondents cited in the study are many of 
the biggest and most experienced companies in international investment ; 
among the local respondents cited are many government agencies and well- 
known private enterprises. As witnesses to the possibilities of joint 
ventures, the respondents make a very impressive list. 


Quantitatively, joint equity investments are increasing both abso- 
lutely and relative to all direct private investments in the less de- 
veloped countries, but these kinds of partnerships are still in the 
minority. In Latin America, joint ventures appear everywhere to be 
gaining in importance. In Brazil, they are estimated to represent 
about one-fifth of total foreign direct investments. Among the coun- 
tries of the Far and Middle East, the emphasis is even greater. In the 
Philippines, about a third of the value of foreign capital in foreign 
investment enterprises formed in the period 1953-56 was in association 
with local capital. In Burma and Turkey, the majority of all foreign 
direct investments in the postwar period have been joint ventures. In 
India, there is great emphasis on joint ventures in the private sector 
and foreign private capital has been sought and obtained by the govern- 
ment for the formation of state enterprises. Perhaps a third of all 
these joint ventures represent design and construction contracts, li- 
censing and patent agreements, management contracts or other forms of 
technical assistance without any joint capital investment. 


Joint ventures are rarely found in the older, simpler, more tradi- 
tional industries such as textiles and foods, except in branches of 
these industries that are concerned with newer or more specialized 
products. Thus, while there is little foreign participation in the 
cotton textile industry, there is much foreign participation in syn- 
thetic textiles. Highly complex industries, such as the production of 
business machines, rarely use the joint venture form, probably because 
there is little local familiarity with the product and consequently 
less‘insistence on local participation. This is also true of extrac- 
tive industries, not only because of their complexity, but also because 
of their huge capital requirements. 
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But even in these latter cases, local participations have been in- 
creasing. Of the future, the editors say: "Analysis of the distribu- 
tion of joint ventures by industries seems to point to the conclusion 
that joint ventures are likely to increase in importance as the estab- 


lishment of more complex industries in the less developed countries 
proceeds...." 


Joint ventures occur in a wide variety of forms. If the foreign 
partner is a small company with no capital to spare but with an ad- 
vanced technical specialty, a licensing agreement or a management con- 
tract or an investment in the form of technical know-how may be appro- 
priate. Sometimes joint capital ventures grow out of such associations 
or even out of the relationship between a foreign manufacturer and a 
local distributor. Some companies, financially able to make capital 
investments abroad, will still prefer a form of partnership which mini- 
mizes their capital participation because of the fear that such invest- 
ment is peculiarly risky, especially in the less developed countries. 


Joint capital ventures most frequently involve a foreign partner, 
operating in a single field of activity, in association with an estab- 
lished local manufacturer operating in the same or a closely related 
field. The object usually is the expansion and modernization of the 
local industry. The local partner is usually a private enterprise, but 
it may also be a government agency or the government itself. Thus, in 
Brazil, for example, Bristol Laboratories (U.S.) associated in 1950 
with a local pharmaceutical manufacturer that had been in existence 
since 1938 to form the joint venture known as Laborterapica-Bristol. 

In the same country, the government-owned Volta Redonda steel mill is 
a party in a new steel mill being developed jointly with Japanese steel 
firms in the state of Minas Gerais. 


Further, joint capital ventures come about because either the for- 
eign partner or the local partner wants to encourage a new or related 
line of production. Thus, in India, Tata Engineering and Locomotive Co. 
manufactured locomotives and heavy engineering products for some ten 
years before organizing an automobile division in 1954 in association 
with Daimler Benz of West Germany. Sometimes either the local partner 
or the foreign partner are customers for the goods or services of the 
joint venture. Sears, Roebuck has invested in the expansion of many 
manufacturing firms in Latin America to ensure supplies of consumer 
goods for its Latin American department stores. Two leading Mexican 
airlines are the local partners of Bristol de Mexico, an aircraft en- 
gine and overhaul service, whose foreign partner is the Canadian sub- 
sidiary of a British aircraft firm. The Mexican airlines -- themselves 
joint ventures -- are important not only as participants in the enter- 
prise, but also as customers for its services. 
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The great variety of combinations falling into the general cate- 
gory of joint venture testifies to the flexibility of this partnership 
device. But it is flexible in another sense, too: it allows for any 
degree of participation between majority ownership by the foreign part- 
ner, through 50-50 sharing, to majority ownership by the local partner. 


While majority control by the foreign partner seems still to be 
the rule, the study indicates a growing trend toward minority partici- 
pation for the foreign investor. Several foreign respondents in the 
study felt that a substantial minority interest had advantages. A for- 
eign minority participation will usually classify the joint venture as 
"national" and thus save it from general legislative or administrative 
measures directed at foreign-owned enterprises. In general, minority 
participation helps a great deal to remove the suspicion of foreign 
investors in the less developed countries. A typical view of an ex- 
perienced foreign investor is that of Mr. Emery N. Cleaves, vice- 
president of Celanese Corporation of America, which-has moved from a 
majority to a minority position in its Mexican venture, Celanese 
Mexicana: 


"There may be some question as to whether a foreign com- 
pany should enter Mexico or any other Latin American country 
on a financially equal basis or in a majority or minority 
position. My company has done all’three. Over the years I 
think the attitude has developed that the position of stock 
ownership should reflect the contribution made by the re- 
spective partners. There may also be the feeling that if you 
don't get along with your associates, it doesn't make much 
difference what proportion of the stock you own. As a matter 
of fact, Celanese Corporation of America, after originally own- 
ing a majority of the common shares of Celanese Mexicana, al- 
lowed its holding to decline to a minority position when new 
issues of shares were made. To me that seems Significant of 
the company's confidence in its Mexican associates." 


The many impacts a joint venture may have on the economy of a less 
developed country are illustrated by -the 36 case studies which comprise 
the latter half of the book. Each of these studies includes an examina- 
tion of the origin of a specific joint venture, of the venture's role 
in the national economy, of management and personnel policies followed 
and, in most instances, an evaluation of future prospects and of what 
each partner learned from the other. While it is not possible to reduce 
the wide variety of experience cited to a set of rules governing the es- 
tablishment and conduct of joint ventures, the case studies do illus- 
trate some of the essential benefits which a less developed country 
might expect to gain by accepting foreign partners and the very consid- 


erable advantages a foreign investor may gain from accepting a local 
partner. 
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Not all the joint ventures studied flourished as joint ventures, 
but all did contribute significantly to the development of the local 
economy. In particular, as a result of these ventures, products are be- 
ing manufactured in less developed countries today which were not manu- 
factured before the joint ventures were established. Industria Electrica 
de Mexico, S.A., for example, a venture in which Westinghouse Electric 
Corporation (U.S.) holds a minority interest, "pioneered some ten years 
ago the production of electrical equipment in Mexico." Laborterapica- 
Bristol, S.A., a joint Brazilian-American venture, set up the first 
tetracycline plant in South America. Of this plant, incidentally, the 
study says, "It is one of the finest such plants in the world...Designed 
by Bristol Laboratories (U.S.), it was constructed and installed by 
Brazilian companies using 95% domestic materials." 


In addition to bringing new production -- indeed, whole new indus- 
tries in some cases -- the joint ventures studied also served to expand 
the local markets or to increase exports. Atul Products Ltd., for ex- 
ample, "while established little more than a decade ago, at the initia- 
tive of a leading Indian industrialist who enlisted the collaboration 
of the American Cyanimid Co., is today one of the leading producers of 
dyestuffs and pharmaceuticals in India." And, these ventures usually 
served to stimulate local commerce and industry elsewhere in the na- 
tional economy, either as new customers for local production or as new 
suppliers to the local market. Willys-Overland do Brazil, for example, 
which by combining Brazilian, American and French capital and know-how 
is bringing to Brazil a fully integrated automobile industry, "now has 
more than 600 domestic suppliers of production materials from which it 
purchases over Cr$800,000,000 monthly...." 


In all of these ways, joint ventures engage local capital in new, 
productive enterprises. They also engage foreign capital, of course, 
and very often capital from more than one foreign source is combined 
in a single venture. And foreign capital once engaged in a joint ven- 


ture breeds profits which in'most of the cases studied are ploughed 
back. 


The case studies illustrate fully that one of the chief benefits 
of a joint venture is the opportunity it affords to develop a nucleus 
of experienced managerial talent. And along with this opportunity, of 
course, comes the opportunity to advance the skills of local labor. 
Throughout the case studies the reporters stress again and again the 
success which local partners have had in mastering new production tech- 
niques and taking over the functions of top management. This theme is 
illustrated by the excerpt from the study of Rheem Metalurgica, S.A. 
of Brazil, a manufacturer of steel containers, in which a U.S. firm, 
Rheem Manufacturing Co., owns 70% of the paid-up capital: 
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"Rheem Manufacturing considers its experience in Brazil 
extremely favorable, especially its decision to entrust to 
Brazilians the management of the venture. This is a delib- 
erate policy which it has followed with success in all coun- 
tries where it operates...even in Peru where Rheem's capital 
is 100%....The U.S. technicians who came to Brazil to start 
the venture, as well as the personnel recruited in the coun- 
try, were of such high calibre that in a short time the pres- 
ence of foreign technicians became unnecessary, and local 
personnel, both in management and technical functions, have 
since taken over the entire responsibility for the joint 
venture." 


Often-the technical assistance transferred in a joint venture has 
repercussions far beyond the initial activity, as illustrated by this 
excerpt from the report on E. R. Squibb & Sons Ilaclar A.0O., a U.S. 
pharmaceutical firm in partnership with Turkish interests: 


"Since the establishment of Squibb Ilaclar, two of the 
most important local laboratories have built new plants. 
The Turkish Government has passed regulations governing 
sanitary conditions in laboratories patterned on specifica- 
tions of the Squibb Ilaclar Laboratory presented to the gov- 
ernment at the time of its establishment. High Squibb stand- 
ards have had a salutary effect on Turkish pharmaceutical 
processing." 


If capital, technical assistance arid training are some of the es- 
sential benefits to a less developed country which are borne out by 
these case studies of joint ventures, the foreign investor gets other 
benefits, sometimes less tangible but no less important. These bene- 
fits were summed up by Mr. Cleaves of the Celanese Corporation of 
America, who said, addressing a U.S. audience: 


"IT have a strong opinion that every company establish- 
ing a manufacturing facility in Mexico, or anywhere else for 
“that matter, should organize it as a venture jointly owned 
with local capital. In the first place, the capital is 
available. In the second place, it becomes possible to 
stimulate national pride when selling the product. Local 
partners will help avoid mistakes and handle local problems 
better than he...." 


Capital, a better atmosphere for product promotion and technical 
assistance in local business problems: these can be very tangible bene- 
fits to a foreign investor. But the editors suggest, too, that the 
benefits go beyond these into the realm of better human understanding 
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of the traditions, habits and customs in the less developed countries 
into which modern economic development must somehow be fitted. While 
the concept of a joint venture does not suggest a panacea or a formula 
for business relations between the industrially advanced and the indus- 
trially less developed countries, it does suggest that the process of 
adapting conventional western forms of enterprise can be greatly facili- 
tated if the job is undertaken as a partnership. 


"At its lowest," the editors say, "the joint venture is a device 
of financial arrangements or company law, a minor variation of equity 
investment. At its highest, it can be an important experiment in the 
sharing not only of legal and financial responsibilities, but also of 
human responsibilities. It expresses well the idea of partnership, 
and it is only on the basis of partnership that the economic progress 
of the less developed countries can be achieved, and that it will be 
possible to impart the experience and resources of the more developed 
countries to nations that want to bridge the gap, without sacrificing 
national pride and human dignity." 
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CASE STUDIES OF PRIVATE BUSINESS 
PERFORMANCE ABROAD 





The National Planning Association has published 
11 case studies of the overseas experience of selected 
U.S. and Canadian business corporations. With one ex- 
ception -- the case study of IBM in France -- all of 
the studies deal with the operations of the companies 
in underdeveloped countries. A list of the companies 
and countries selected for study is given below. 


The purposes of this series of case studies are 
to offer guidelines to companies with little or no 
foreign experience as to how they might conduct their 
operations so as to maximize their contributions to 
the advancement of the host countries; and to explain 
to underdeveloped countries the benefits resulting 
from investment by responsible private foreign enter- 
prises. In order to carry out these purposes, compa- 
nies were selected for study which had good records of 
operating in underdeveloped countries. The criteria 
used were that the operation must be profitable to the 
company and must make a significant contribution to 
the economic and social advancement of the country. 
The case studies illustrate the 4 major kinds of con- 
tributions which responsible private enterprises can 
make in underdeveloped countries: increased capital 
investment and production; dissemination of modern 
skills and standards; training and promotion of the 
local people to technological and managerial positions; 
creation of new opportunities for local enterprises to 
become suppliers of materials, components and services 
to the foreign-owned company or to act as local dis- 
tributors of its product. 


30 














Case Studies 





Aluminium Limited in India, 1962, 100 pp. 





The General Electric Company in Brazil, 1961, 128 pp. 





TWA's Services to Ethiopia, 1959, 100 pp. 





The United Fruit Company in Latin America, 1958, 316 pp. 





STANVAC in Indonesia, 1957, 144 pp. 





The Firestone Operations in Liberia, 1956, 140 pp. 





The Creole Petroleum Corporation in Venezuela, 1955, 116 pp. 





The Philippine American Life Insurance Company, 1955, 94 pp. 





Casa Grace in Peru, 1954, 112 pp. 





Sears, Roebuck de Mexico, S.A., 1953, 88 pp. 





31 








THE DEVELOPMENT OF CAPITAL MARKETS 


Edward Nevin 


[From Capital Funds in Underdeveloped Countries: 





The Role of Financial Institutions; Copyright 1961 





by Edward Nevin; London, Macmillan & Co. and 
New York, St. Martin's Press, 1961, pp. 87-101./ 


A reprint of 
most of the 
last chapter 
of the book 
begins on the 
next page. 


/Capital Funds in Underdeveloped Countries: The 


Role of Financial Institutions deals with the broad 
range of monetary. and banking institutions and policies 
appropriate for underdeveloped countries. As such, it 
is a most useful guide for government officials and 
others concerned with these important aspects of eco- 
nomic development. It is a welcome addition to a field 
in which the existing literature is largely inapplicable 
to the needs of the underdeveloped countries. 





The book is divided into chapters dealing respec- 
tively with the currency system; the functions of cen- 
tral banks; commercial banks and their relations with 
the central banks; the development of other kinds of 
credit and lending institutions; and the ways in which 
embryonic capital markets can be established. A very 
good selected bibliography is also included. 


What makes the book particularly valuable is the 
author's pragmatic approach. He does not mechanically 
apply to underdeveloped countries the principles of 
money and banking now appropriate for the advanced in- 
dustrializea nations of North America and Western 
Europe. Instead, he begins his analysis with an evalua- 
tion of the actual needs and potentialities of underde- 
veloped countries and then explains the ways in which 


Edward Nevin is Senior Research Officer 
at The Economic Research Institute, Dublin. 
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conventional monetary and banking institutions and policies can be 
adapted -- and in some cases transformed -- to serve the specific pur- 
poses of these countries. 


In each of the fields covered in his book, Mr. Nevin stresses the 
leadership role which governments must play and explains in some detail 
the measures which governments can appropriately take to improve the 
effectiveness of the monetary and banking system in furthering the 
goals of economic development. 


One of the subjects treated in the book is the development of capi- 
tal markets. In the highly developed countries, an important source of 
funds for capital investment is the savings of individuals and institu- 
tions which: are channelled through the organized securities markets of 
various kinds. With a few exceptions, underdeveloped countries lack 
such markets. Generally speaking, expert opinion has been pessimistic 
about the prospects for establishing capital markets, even in rudimen- 
tary form, in these countries. In contrast, while avoiding unrealistic 
expectations, Edward Nevin makes some constructive suggestions for prac- 
ticable first steps toward developing capital markets. These sugges- 
tions are presented in the book's: last chapter, most of which is re- 
printed below./ 


In discussions of under-developed, countries pride of place is usu- 
ally given to the absolute shortage of capital -- both in the sense of 
real physical assets and of the funds with which their construction is 
financed -- as a factor underlying the low levels of income and rates 
of growth. The vicious circle of under-development has.become an ex- 
tremely familiar concept: productivity and incomes are low largely be- 
cause of an inadequate volume of capital per head, but the stock of 
capital and the rate of capital formation are low precisely because in- 
comes are low. Thus the under-developed countries are caught in a 
situation from which there is no easy escape; inevitably and properly, 
stress has been laid on the need to break into the circle by means of 
capital from external sources. The truth of this general doctrine is 
undeniable, and an important role of the new institutional relation- 
ships discussed in this study may well be to make the flow of capital 
into an under-developed country from outside sources easier, more effi- 
cient and cheaper. 


Apart from the absolute shortage of capital, however, a feature of 
many under-developed countries is the inappropriate distribution of the 
available supply of funds amongst various types of investment. Capital 
is not only scarce, but often used in ways which are not conducive to 
the maximum rate of economic expansion. A good deal of capital, for 
example, has been remitted out of under-developed countries in the past 
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and invested in international financial centres where safety and liquid- 
ity are secured but where the need for capital is considerably less 
pressing than in the countries from which the funds came. 


Even if this export of capital does not occur, funds are frequently 
channelled into forms of expenditure which are not those which could be 
given a high priority in a rational allocation of scarce resources; in 
particular, the insistence of investors on safety has tended in the ab- 
sence of well-organized and reputable financial institutions to divert 
a substantial proportion of savings into real estate development and 
comparable forms of investment, or into hoards of gold or other 'pre- 
cious' substances. In an advanced economy land is not usually regarded 
as a particularly liquid asset, but the concept of liquidity is essen- 
tially relative. Where active security markets and a whole network of 
institutions offering safe and liquid forms of investment exist, land 
is relatively illiquid; in an under-developed country with few of these 
domestic investment outlets, land is frequently amongst the safest, 
most profitable and most marketable assets in which an investor can 
hold his savings. As a result, a great deal of the available invest- 
ible funds (and much of the scarce supply of entrepreneurship also) may 
be absorbed into real estate projects, frequently with a consequential 
and harmful inflation of land values; productive investment in agricul- 
ture and industry may meantime be held back because of the scarcity of 
funds and high cost of land. 


Because of the importance of liquidity in the allocation of sav- 
ings, therefore, the creation and encouragement of rudimentary: markets 
in long- and short-term loans within under-developed countries is a 
task of the first importance. At first sight it might seem extravagant 
and inappropriate for a badly under-developed country to be indulging 
in the luxury of the creation of stock exchanges and comparable insti- 
tutions; in fact, such a policy would be rooted in common sense, and 
might even prove essential to the success of other measures of develop- 
ment. Unless local investors are able to secure the kind of investment 
outlets which they are seeking, capital will continue to be diverted 
out of a territory or inappropriately used within it; only when the 
available capital has been channelled in the right directions will the 
maximum rate of development become possible. Growth often depends more 
on where and how capital is invested than on the absolute quantity of 
savings. Hence the development of capital markets may be a necessary 
prerequisite of agricultural and industrial development, not a result 
and reflection of it. Furthermore, by ensuring that assets of a proper 
kind and having a reasonable degree of liquidity are available to local 
investors, the authorities will not merely encourage the direction of 
the internal flow of savings to the most suitable and most important 
ends; the rate of saving itself may well be stimulated in time by the 
knowledge that attractive, safe and lucrative outlets exist for the 
employment of savings. 
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In developing local capital markets, the government, and its fore- 
most agent, the central bank, must necessarily play the main role. Only 
a governmental institution has both the resources and the responsibility 
for shouldering the risks implicit in increasing the liquidity of in- 
vestment within its territory. No private institution, however great 
its resources and however far-seeing its management, can be expected to: 
take upon itself the task of underwriting the development of the econ- 
omy as a whole, a development which may yield material returns only 
after the passage of many years. It is the government and its agencies 
which must take the initiative in the creation of local markets and the 
encouragement of the supply of local assets of such a kind as to give 
investors confidence in their marketability. 


The process is one which implies the shouldering of a good deal of 
risk; liquidity can be conferred on assets only by some form of implicit 
or explicit guarantee that in the event of a crisis the redemption of 
local investments will be possible on reasonable terms at all times. 
This risk is one which a private institution working primarily and natu- 
rally for profit would be eminently unlikely to undertake. Since the 
shouldering of it may play an essential role in the dévelopment of the 
economy, it follows that it is a serious responsibility resting upon 
the government and upon the agencies through which it exercises its 
monetary and fiscal measures. 


Short-term credit markets 





Outlets for the profitable and reasonably safe use of funds at 
short term, comparable with those existing in the discount and money 
markets of more developed economies, are particularly lacking in under- 
developed territories. Many territories in this category have a fairly 
high proportion of activities with different seasonal patterns and may 
thus have a substantial volume of short-term funds seeking temporary 
investment from one season to another. Without a local short-term mar- 
ket, funds available on a temporary basis of this kind will probably be 
remitted overseas, through the banking system or otherwise, or hoarded 
in a sterile form internally. It might happen that local investors 
would be prepared to hold local assets for the purposes of long-term 
investment, knowing that their relative illiquidity would not be an 
overwhelming disadvantage for an operation aimed primarily at the ac- 
quisition of a flow of income over a long period; if those same inves- 
tors had only short-term funds at their disposal, however, they would 
be very reluctant to commit them to local long-term assets for which no 
active market existed. Yet if sufficient short-term funds are avail- 
able at any one time, the provision of suitable assets may convert a 
series of short-term investments into a supply of relatively long-term 
finance. The turnover of short-term assets may be fairly high for in- 
dividual investors, but for the economy as a whole a substantial volume 
of them may well be permanently demanded, so opening up 4 source of 
long-term finance. 
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An important step in the construction of a market which can lead 
towards this result is therefore the encouragement of a supply of local 
short-term assets, comparable to the emergence of commercial bills which 
led to the creation and prosperity of London's discount market. The 
use of private trade and finance bills may indeed be encouraged by the 
authorities as a means by which local enterprises can finance working 
capital needs or the holding of stocks. On the other hand, it is es- 
sential that the market should be constructed on the basis of assets 
with which the country is familiar, rather than on those which happen 
to have played a major part in similar developments in different coun- 
tries and in earlier periods of history. Hence a short-term credit 
market might be built more easily and firmly on instruments which would 
appear unfamiliar and perhaps outlandish to an observer from Europe or 
America -- such as warehouse warrants, crop liens, or notes secured on 
bills of lading. The encouragement of the use of these instruments, 
both by borrowers and lenders, can often best be given by the central 
bank and the commercial banks operating in the territory through their 
acceptance as collateral security against overdrafts, or a willingness 
on the part of the banks, central and commercial, to re-discount such 
paper freely and cheaply. 


The use and encouragement of local private assets of this kind is 
no doubt the ideal from many points of view. Nevertheless the fact re- 
mains that such instruments may not be forthcoming in sufficient quan- 
tities to establish an active market, or may not prove acceptable to 
the potential suppliers of short-term funds. In many cases, therefore, 
a leading role must of necessity be played by the Treasury bill or its 
equivalent -- that is to say, by a security issued by the government 
and repayable at par in a short time. For generations to come the ex- 
istence of a market in short-term funds will be an unfamiliar and some- 
what delicate element in many under-developed countries, and it may 
very well be that only the use of securities carrying the highest pos- 
sible credit-standing will enable such a market to flourish and expand. 
Since the gains to the economy as a whole from the growth of a market 
in short-term funds will be considerable, it is proper that the govern- 
ment should accept the fact that it has a vital, and possibly somewhat 
costly, part to play in this process. The issue of Treasury bills will 
often be highly desirable, and indeed essential, if a short-term market 
is to be established at all, whether the government needs to raise 
funds at short term at any particular moment or not. 


In this connection, the adoption of a tender system of issuing 
Treasury bills is perhaps the only way in which a market rate of inter- 
est on short-term loans, fiuctuating from week to week and month to 
month in response to conditions prevailing in the market, may. be estab- 
lished -- as many countries, from Canada to Thailand, have found. The 
process of offering Treasury bills at short intervals is one which the 
authorities can handle relatively easily and with little administrative 
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cost; at the same time, it provides a means whereby the current market con- 
ditions may quickly and clearly reflect themselves in the rate of interest 
at which the bills are taken up. Furthermore, by adjusting the amounts of 
Treasury bills for which tenders are accepted, the authorities can even 
out fluctuations in the overall volume of bills outstanding, or adjust it 
upwards or downwards in accordance with the current needs of the economy. 


This obviously implies that government policy with regard to short- 
term borrowing will need to be formulated on a considerably wider basis 
than the mere consideration of raising funds when needed at the lowest pos- 
Sible cost. The needs of the market in short-term funds may dictate an ex- 
pansion in the volume of Treasury bills even if this means an avoidable in- 
crease in the government's debt service charges. (In certain countries, an 
over-zealous effort to keep Treasury bill rates low has probably discour- 
aged the commercial banks from participating in the tender and has there- 
fore retarded the growth and development of the money markets.) It is de- 
Sirable, also, that the central bank should offer re-discount facilities 
of a fairly generous kind to purchasers of Treasury bills, so that inves- 
tors will know that it is always possible for them to secure repayment at 
short notice and with little or no capital loss. 


The availability of attractive re-discounting facilities has been a 
key element in [efforts/ to establish short-term credit markets. Yet it 
appears to be common experience that, in the event, relatively little call 
is made on them. The effect of their introduction, in other words, seems 
to be to attract funds into Treasury bills and keep them there, rather 
than the reverse. It is one of the paradoxes of the world of investment 
that the easier it is for investors to get out of a security, the more 
willing are investors to move into and stay in such a security. 


It must again be stressed, however, that to ensure the creation of 
even a rudimentary short-term credit market on which a continued expan- 
sion may be founded, the government must so formulate its policy as to 
accept costs of borrowing which may be in excess of the minimum possible. 
Governments will find it necessary to issue Treasury bills from time to 
time when their own borrowing needs are nil, or even when they are in a 
position to redeem existing short-term debt. Investors will never de- 
velop the habit of purchasing Treasury bills and comparable securities 
regularly and in any significant magnitude unless they can be assured 
that an adequate supply of such assets will always be available. 


The gains accruing from the development of the short-term market are 
neither immediately visible nor confined to any particular sector of the 
economy; they consist of 'external' economies for which governments must 
nevertheless make due allowance in framing debt policy. The gains to the 
economy from the existence of a healthy market in short-term debt, in 
other words, may justify what amounts to a hidden subsidy in the form of 
borrowing at rates above those which could be secured, and of borrowing 
on occasions when the government itself may have no need of finance. 
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Indeed, it is implicit in all this that a vitally important role of the 
public debt in an under-developed country is to secure funds, not for 

the government itself, but in order to establish a regular and accept- 
able channel by which private investors may obtain suitable assets within 
the economy and local enterprises may obtain access to funds which would 
otherwise have been lost to investment within that territory. 


The long-term capital market 





This latter point has even greater significance when the discussion 
is switched from short-term to long-term capital. Traditional concepts 
concerning the function of long-term public debt are particularly inap- 
propriate to the needs and aims of an under-developed economy. If local 
private assets are such that investible funds possessed by local inves- 
tors would not be attracted into them because of their lack of liquid- 
ity, then it is eminently desirable that the public debt should provide 
a mechanism by which local enterprises may receive funds and local in- 
vestors may simultaneously achieve the liquidity which they require. 
Once again the issue of public debt cannot be determined solely by con- 
siderations of the current state of the government exchequer. Public 
debt is, of course, a means by which ,a government can borrow for its 
own current or capital purposes, and in many instances governments find 
themselves having to undertake capital expenditure programmes which 
would be carried out in the private sector of a more advanced economy, 
either because of an inadequate supply of entrepreneurship or because 
no-one other than a government can obtain the necessary funds. The 
role of the public debt in an under-developed economy, however, extends 
far beyond the financing of government expenditures themselves; it is 
also a device whereby funds can be obtained from local investors, chan- 
nelled into official accounts and transferred, primarily by means of 
[development banks and other types of lending/ institutions, to private 
as well as public enterprises for the finance of real capital formation. 


Similarly, the types of security issued by the government cannot 
be determined solely by the particular needs of the government itself. 
The public debt can be used in an under-developed economy to stimulate 
saving and local investment; hence the securities issued will often 
need to be designed primarily with the needs of the investor in mind, 
rather than with those of the borrower -- i.e. the government itself -- 
whether the government is acting on its own account or on behalf of 
others in raising the loan concerned. It may be, for example, that the 
type of investor possessing investible funds at a particular moment is 
such that only a long-term security will be an acceptable asset; this 
might well be the case with insurance companies operating in the coun- 
try. Unless the government is prepared to issue long-term securities, 
therefore -- whether the borrowing needs be long-term or otherwise -- 
the funds potentially available from such sources will in fact be lost 
to the territory altogether. There is little point, after all, in 
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offering a long-term investor short-term assets of a kind which do not 
meet his particular investing needs. Conversely, if funds are avail- 
able predominantly from investors who seek short-term securities, then 
the public debt should contain a predominance of short-term assets of 
the kind which such investors are desiring, even if it is the intention’ 
to use the funds at long term. In fact, a succession of short-term is- 
sues will be used to obtain funds which are to be invested on a long- 
term basis; a straightforward issue of long-term securities would be 


inappropriate to much of the capital which happens to be available at 
that time. 


From time to time, indeed, the public debt will need to be expanded 
by issues which combine various maturities and other terms of repayment; 
a given volume of public debt, that is, may be offered to the public in 
several alternative forms, the investor being left to decide for himself 
which particular type of security, and what volume, he is prepared to 
purchase with the funds currently at his disposal. As with Treasury 
bills, it may also be necessary for a government to issue different se- 
curities from time to time even if its own borrowing needs are nil. 

From the investors' point of view, a regular supply of securities is as 
important as acceptable terms and interest rates; a bank, a building 
society, an insurance company, or any other prospective investor of 
funds, will need to be assured not merely that a suitable investment 
outlet is currently available, but that comparable assets will continue 
to be made available at intervals in the future, as and when additional 
funds become available for investment. Without the assurance of a regu- 


lar and adequate supply, investors will continue to look outside the 
economy for investment outlets. 


A parallel need for an under-developed economy is the establish- 
ment of a market in which public debt securities may be regularly 
traded at prices which do not fluctuate between wild extremes from week 
to week, even if the market initially takes a very rudimentary form. 
When an investor is seeking suitable assets, he will need to be assured 
not merely that they are currently available, but that it will be pos- 
sible to dispose of them without calamitous loss or extreme difficulty 
if at some time in the future it should prove necessary to realise the 
investment. Liquidity, in other words, must be given to long-term as 
well as short-term government debt by means of marketing facilities. 


The establishment of a market in long-term securities is usually 
considerably more complex, and involves more risk, than would be the 
case with short-term credit. It would be absurd to suggest that any- 
thing as sophisticated as the stock exchanges of London or New York 
could be established within the foreseeable future in any of the under- 
developed countries of the world. On the other hand, it is unlikely 
that anything as refined and complex as this is at all necessary in the 
environment of such territories. All that is needed is some elementary 
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machinery by which multilateral trading in government securities can 
occur between the major buyers and sellers from time to time. The ar- 
rangements may be no more complex and expensive than a weekly meeting 
of representatives of the institutions and individuals active in the 
purchase and sale of securities, possibly in an office made available 
by the central bank or by one of the leading institutional investors. 
At such a regular meeting it would be sufficient for the prospective 
buyers and the prospective sellers to come together through the medium 
of their representatives, and for a kind of clearing-house to be estab- 
lished for them. The price level of securities emerging from such ma- 
chinery would naturally fluctuate from time to time, but it is in no 
sense necessary for fluctuations to be entirely absent from a securi- 
ties market in order that those securities should have an acceptable 
degree of liquidity. So long as investors know that they are likely to 
secure a price within a reasonable range of the purchase price, they 
are likely to be content; few will demand an absolute guarantee that 
the price will never fall below par at any time. 


Nevertheless, it is almost certain that in the early stages of the 
development of such a rudimentary stock exchange the authorities will 
need to play a major part by way of a stabilising force in the market. 
It is likely to prove necessary for the authorities to maintain a mar- 
ket in their own securities, offering to purchase its public debt is- 
sues at a lower range of prices and to sell at an upper range. This is 
no more than is commonly done by many central banks in order to main- 
tain a reasonably stable exchange rate for their own currency in guar- 
anteeing to buy and sell within a range of prices announced from time 
to time and, of course, modified from time to time to take heed of cur- 
rent market conditions. The suggestion is obviously not that a govern- 
ment should undertake the responsibility of permanently stabilising the 
price -level of its quoted debt. All that is necessary is that basic 
support to trading in the public debt should be given by the authori- 
ties; no guarantee to buy or sell need be given except at minimum and 
maximum prices which could both be considerably removed from the level 
which is likely to prevail in normal conditions. 


Much stress has been laid on the role of public debt in the estab- 
lishment of a securities market. For the reasons outlined in connec- 
tion with the short-term credit market it seems clear that in the early 
stages of a rudimentary stock exchange the public debt, and government 
operations in it, will play a fundamental role in the development of a 
market. With the passage of time, however, and the increasing famili- 
arity of institutional and private investors with the fact of active 
dealing in securities and relative stability of prices within short pe- 
riods of time, it is likely that securities issued by other public au- 
thorities and, ultimately, private corporations within the economy will 
also be actively dealt in. When this happens, it will become possible 
for enterprises to contemplate raising capital locally by the issue of 
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securities as has long been done in the advanced industrial economies 
of the world. Until some active trading is a possibility, however, it 
is extremely unlikely that enterprises within an under-developed coun- 
try will be able to issue securities to raise funds locally except to a. 
limited circle of the entrepreneur's friends and relations. The expan- 
sion of the economy presupposes an adequate flow of capital to the pro- 
ductive enterprises of the country. In the first instance this is 
likely to be done to a large degree through the medium of the public 
debt. With the development of trading facilities in securities, the 
possibility of the issue of private securities directly to local insti- 
tutional investors becomes a reasonable one, and the flow of capital 
will be stimulated and expanded. 


The institutional framework 





It is evident that, in these developments, the ideal would be to 
build upon the individuals and institutions, as well as the assets, 
which are to some degree already familiar in the economy concerned. 
That is to say, it is desirable that both the market in short-term and 
long-term securities, while initiated and in the early stages supported 
by the government or the central bank, should ultimately be handled and 
administered by persons and institutions already established within the 
economy as investors and brokers; if such institutions are not in ex- 
istence, in all probability they will begin to emerge as profitable and 
reputable security markets establish themselves. 


It is perhaps necessary to stress, however, that the institutional 
framework within which such markets can be created and developed in any 
particular economy will by no means be necessarily modelled on the par- 
ticular institutional arrangements to be found in the old-established 
markets of London or New York. For example, since the markets in both 
short-term and long-term capital will almost inevitably be small-scale 
for many years, there would appear to be no particular reason why a 
sharp division of function between short-term and long-term security 
dealings should necessarily be imposed upon brokers. One would envisage 
that representatives of the major institutional investors (e.g. insur- 
ance companies or commercial banks) and of private lenders (e.g. local 
brokers or security dealers, or even lawyers and money lenders) would 
deal in both long-term and short-term assets, if they were so disposed. 
The specialisation familiar in London and elsewhere may very well prove 
to be neither practicable nor particularly desirable for the completely 
different environment and smaller scale of an under-developed economy. 


While the encouragement of local enterprise and local participa- 
tion in the institutional arrangements is to be welcomed -- and regarded 
as the ultimate aim -- the fact remains that, as has been repeatedly 
stressed, in its initial stages the development of credit markets in an 
under-developed country will be largely the responsibility of the 
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government, usually working through its agency the central bank. Only 
the government can accept the risks inherent in the provision of re- 
discounting facilities or a price-stabilisation mechanism. Such pro- 
vision may well involve losses from time to time, whether they take the 
form of relatively high interest rates on new issues of public debt or 
of capital losses occurring in connection with the purchase or sale of 
long-term securities in the interests of an active securities market. 
It would be unreasonable to expect such losses to be carried by any 
private institution. On the other hand, the improved flow of funds 
into the various sectors of the economy, and the stimulus to the crea- 
tion of savings, following from the development of active security mar- 
kets, are likely to be so considerable -- even if widespread and in- 
tangible -- that a government would be fully justified in shouldering 
the risks and bearing these possible losses. 


Indeed, there is a responsibility resting upon a government in this 
context which is as serious as those in the field of, say, public health 
or education, which no contemporary government would attempt to repudi- 
ate. The economic progress of an under-developed country does not rest 
upon the rate of capital formation alone; the rate of capital formation, 
in turn, does not rest on the flow of finance alone. In the words of a 
United Nations report, 'Good financial organisation cannot by itself 
produce development; bad financial organisation can hamper it.' The 
flow of credit, in adequate amounts and in a logical pattern of dis- 
tribution, is only one of the many vital links between, on the one hand, 
growth and development in the economy and, on the other hand, the activi- 
ties of individual private citizens. Like’ all links in a chain, this 
particular link cannot be regarded as having a superior importance in 
relation to any other. As with any other chain, however, a particular 
link in the chain of economic relationships cannot be neglected if. a 
community is to be lifted from a state of under-development to -- 
ultimately -- a high and expanding level of output through which its 
welfare is raised to the highest level attainable with the human and 
material resources with which it is endowed. 


The above material is copyrighted and fully protected in mem- 
ber countries of the Berne Convention and of the Universal 
Copyright Convention. It may be reproduced in underdeveloped 
countries only, but only if each reproduction identifies the 
source from which the material comes in the following manner: 


From CAPITAL FUNDS IN UNDERDEVELOPED COUNTRIES: THE 
ROLE OF FINANCIAL INSTITUTIONS by Edward Nevin; Copy- 
right © Edward Nevin 1961; Published by Macmillan & 
Co., Inc., London, 1961, and St. Martin's Press, Inc., 
New York, 1961 














DEVELOPMENT OF STOCK EXCHANGES 


The June 1962 issue of the Statistical and Economic Review pub- 
lished by the United Africa Company, Ltd. contains a long article on 
"Stock Exchange Development," which is written with the needs and 
possibilities of less-developed countries, particularly those of tropi- 
cal Africa, in mind. This article explains the purposes of stock ex- 
changes; traces their history; describes their methods of operation; 
discusses the nature of share (stock) ownership and the factors affect- 
ing their market values; and assesses their usefulness and prospects in 
underdeveloped countries. 
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HOUSING IN LATIN AMERICA 


[From Latin American Business Highlights, 





Quarterly Publication of the Chase Manhattan 
Bank, New York, Second Quarter 1962, 
Volume 12, Number 2, pp. 9-11./7 


This is a 
reprint of 
the article. 


Housing has been the subject of increasing inter- 
est. In recent months, not only Latin American lead- 
ers, but special committees of the United Nations, the 
Organization of American States, and the Alliance for 
Progress have all devoted considerable time to the 
study of this problem. And the Chase Manhattan Bank 
recently conducted a symposium at which prominent Latin 
American and U.S. experts discussed various aspects of 
the problem. 


The reason for this wide interest is not hard to 
discern. It is clear that one of the major symptoms 
of economic growth in Latin America is a rapid popula- 
tion increase, made more acute by the movement of 
people to the cities from the rural areas. Thus, in 
recent years slum areas in and around major cities 
have grown too rapidly for existing programs of comm- 
nity planning to cope with. 


To grasp the scope and nature of this problem re- 
quires answers -- at least partial answers -- to a 


number of questions: 


e What are the key economic principles gov- 
erning housing in a modern economy? 


« What are the general dimensions of the 
Latin American housing problem? 


+ What progress is now being made in deal- 
ing with the Area's housing problem? 
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¢ What could be done to meet the need for better housing 
in a more efficient and expeditious manner? 


Housing falls into the category of important economic problems to 
which the approach cannot be entirely economic. Housing conditions af- 
fect greatly man's dignity as a human being, his educational opportuni- 
ties, his outlook on society, and his progress towards political matu- 
rity. Thus, a modern society needs to pay attention to housing 
conditions and should work to improve them. 


Before asking how this may be done, it is useful to specify three 
characteristics of housing in a modern society: First, housing is ex- 
pensive in relation to other things the average family buys. The pur- 
chase of a house is the biggest single commitment most families ever 
make. Or, if the family rents, the monthly payment is often as large 
or larger than the outlay for food. Second, a house lasts, or should 
last, a very long time. And Third, housing in existence is a capital 
asset, and the annual addition to the stock of housing is a part of an 
economy's investment. All investment has to be financed, in one way or 
another, from savings. 


In short, the financing of a house is an important matter to a 
family. Even more important to the economy is the method of financing. 
Investment in housing is, to some extent, competitive with the invest- 
ment requirements of business and the government. Assuming a given 
rate of saving, a decision to increase housing investment would require 
a reduction in the rate of investment in these other areas, with pos- 
sibly adverse effects on the rate of advance of the over-all economy. 
If savings can be increased, then a greater housing effort can be 
financed without cutting back in other areas. 


Dimensions of the Problem 





For Latin America as a whole, it is estimated that 90 million per- 
sons now live in 18 million housing units in urban areas -- a very large 
percentage of which is below acceptable standards. The U.N. has esti- 
mated the number of homes that should be rebuilt in Latin American cities 
at about 12 million. To replace this many over a 20-year period would 
involve, initially, about a half-million units annually. 


In addition, city population is expanding at the rate of 5% annu- 
ally, requiring almost a million new homes each year to keep pace with 
urban growth. Thus, a twenty-year rehabilitation program, plus annual 
population growth, would mean building 14 million new homes each year. 

At an assumed average cost of $2,500 each, this would mean a total an- 
nual investment of 3-3/4 to $4 billion yearly. 
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This is roughly double the present estimated annual investment of 
$2 billion for construction of perhaps 750,000 new housing units per 
year in Latin America. 


These figures show the enormity of the task of providing adequate 
housing for Latin America's growing population. Yet the problem must 
be faced if the region is to achieve the social‘and political stability 
that is essential to economic growth. 


Doubling the Present Effort 





What would be involved in attempting to double the scale of the 
existing effort? Obviously, it could not be done quickly, for it takes 
time to train workers, expand building materials output and, perhaps 
most importantly, increase the number of capable contractors. 


It is important to consider, therefore, what would be required to 
increase the Area's total flow of savings and investment by an amount 
sufficient to deal with housing needs. We may start by referring to 
the requirement of achieving an over-all growth rate of O34, per person 
per year -- which is the minimum set out under the Alianza program. 


Our own rough estimate is that this would require gross investment 
totaling about 18% of the Area's gross national product, or about $12.5 
billion a year. Thus an additional $2-2.5 billion could be devoted to 
housing, which would double the present effort without cutting down on 
other investment areas. 


It should be clear from the outset that little of this additional 
capital can come from foreign sources. The dimensions of the task -- 
and the risks -- are too great. Thus, the real problem is to increase 
the flow of Savings. 


The problem of determining where and how savings can be increased 
to support a greater housing effort is, to a large extent, a problem of 
identifying the various income groups for which the housing is to be 
built. 


It is clear that a substantial percentage of city populations have 
very low incomes and, to provide modest but decent homes requires pub- 
lic support. Some important steps have been taken in a number of coun- 
tries to help fill this lack. 


But it should not be assumed that public housing is the only an- 
swer -- partly because. public funds are far from adequate, and partly 
because many Latin American families could afford to purchase low-cost 
but modern housing. If the problem of supplying medium-income housing 
in Latin America were met, this alone would go far toward alleviating 
the general housing situation. 
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Can Savings for Housing Investments Be Increased? 





It is estimated that of the 18 million families living in urban 
areas in Latin America, at least half could afford to buy or rent a new 
privately-built home, provided that the private housing industry can 
build homes to sell for as little as $2,000 and that financing can be 
arranged under reasonable terms. 


This estimate is based on the following rough breakdown of urban 
population according to family income: 


- 6 million families have annual incomes of $500 or less and 
can afford to pay no more than $12.50 a month for housing. 


¢ 5 million have .annual incomes of $500-$1,000 and can afford 
to pay up to about $20 a month for housing. 


¢ 5 million have annual incomes of $1,000-$4,000 and can 
afford to pay $20 to $65 a month for housing. These fami- 
lies could buy a house costing $2,400 to $7,800. 


e At least 2 million families have annual incomes in excess 
of $4,000; in many nations the average income in this group 
is quite high. 


We are not concerned with those in the fourth category, which in- 
cludes the well-to-do in Latin America, who already have fully adequate 
housing. The first group is generally incapable of saving enough to 
purchase a decent home and requires, at least, some public help in the 
form of community planning, initial financing and, perhaps, publicly 
subsidized housing. 


But the second and third groups, which now constitute the bulk of 
city dwellers in Latin America, can afford to pay for some form of ade- 
quate housing. The success of private and semi-private housing programs 
involving private purchases by middle-income families in such countries 
as Peru, Venezuela, Chile, Brazil and Mexico provide strong evidence 
that effective demand is substantial. However, a major bottleneck is 
the lack of adequate institutions to channel savings into the housing 
field. 


Financial Problems Are Major 





Two broad problems have held back the development in Latin America 
of financial mechanisms -- such as savings institutions and mortgage 
lending -- to support the growth of the private housing industry. First, 
inflation in many nations, combined with artificially low interest 





rates, has discouraged savings through institutions. Second, mortgage 
lending involves high credit risks, so that mortgage terms have been 
very rigorous. 


In dealing with the first problem, it seems clear that policies 
aimed at ending inflation could do more to encourage housing in Latin 
America than any specific housing measure that can be devised. In 
theory, in an inflationary situation both the return to the saver and 
the payments by the mortgagee could be linked to a cost of living index 
by means of an escalator clause, as has actually been done in Chile. 
However, serious inequities and risks could result in practice -- if, 
for example, the income of a particular mortgagee happened to lag be- 
hind the general inflation. 


In attacking the second problem of housing finance, it would ap- 
pear desirable to have some hemisphere-wide housing authority that could 
set housing construction standards, insure mortgages, and help develop 
secondary mortgage markets in Latin America. Such a program would re- 
quire local participation, as well as the cooperation of such agencies 
as the Inter-American Development Bank. 


Broadening and deepening the Latin American market for mortgage 
financing in this way could make a substantial contribution to the hous- 
ing development in that area in the decade ahead. It would, particu- 
larly if inflation can be brought under control, encourage the flow of 
individual savings into mortgages, and would encourage the development 
of new institutions to attract savings and channel them into mortgages. 
It could lead to substantial benefits to-.home buyers in the form of 
lower down payments, reduced interest rates and longer terms. It would 
minimize pressures on over-burdened government budgets and would help 
provide the flow of mortgage financing necessary to support larger- 
scale building operations on the part of contractors. 


Housing Progress 





The importance placed on the question of financing does not imply 
that it is the sole answer to the problem in Latin American housing, 
but it is an essential prerequisite to progress in dealing with other 
important facets of the problem. The importance to housing of achiev- 
ing a good rate of general economic growth and development without in- 
flation is paramount. It is extremely difficult, if not impossible, 
to raise housing standards in an atmosphere of inflation and lagging 
economic growth. But a rapidly developing economy, in which savers 
have confidence in the integrity of the currency, will have substantial 
progress in housing, as well as in other fields. 
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INTERNATIONAL PRIVATE INVESTMENT: 
A GUIDE TO PROSPECTUS PREPARATION 


Harry J. Robinson 


[international Industrial Development Center, 
Menlo Park, California, Stanford Research 
Institute, 1960, ix and 21 pp./ 


One of the major obstacles to the development of 
African, Asian and Latin American countries is the short- 
age of investment funds. To augment their own financial 
resources, these countries therefore seek to obtain capi- 
tal from abroad in order to accelerate development. 

Some of this imported capital comes from other govern- 
ments and international lending institutions; some of it 
is provided by private investment sources -- business 
firms, banks, private institutional investors -- in the 
developed countries of North America and Western Europe. 


Where the initiative to obtain imported capital 
comes from the less developed country, certain informa- 
tion must be provided concerning the project or program 
to be financed. Regardless of whether the project or 
program is in the public or private sector of the coun- 
try, the process of obtaining financial support is 
greatly facilitated by preparation of a prospectus con- 
taining all of the information desired by international 
lending institutions, banks, business corporations and 
other sources from which funds are requested. 


This pamphlet is, in effect, a manual on how to 
prepare a project prospectus. It explains in simple 
terms the purposes of a prospectus; the forms it might 
take; the types of information required; the variations 
in it depending upon the different kinds of sources 
from which funds are sought; and some of the organiza- 
tions from which help could be obtained. 
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DEVELOPMENT BANKS 


Boskey, Shirley, Problems and Practices of 
Development Banks; International Bank for 
Reconstruction and Development; Baltimore, 
The Johns Hopkins Press, 1959, xv and 201 pp. 








Diamond, William, Development Banks; Economic 
Development Institute, International Bank for 
Reconstruction and Development; Baltimore, 

The Johns Hopkins Press, 1957, xiii and 128 pp. 





An increasing number of underdeveloped countries 
have been establishing development banks to accelerate 
the growth of industry, agriculture, commerce and other 
activities that contribute significantly to economic 
and social advancement. These development banks may 
be government or private institutions, or a combination 
of both. In general, they obtain funds from their own 
governments, from the foreign aid agencies of other 
governments, such as the U.S. Agency for International 
Development, and from international lending institu- 
tions, such as the International Bank for Reconstruc- 
tion and Development (IBRD) or the Inter-American 
Development Bank. In the case of privately financed 
or mixed development banks, they will also sell bonds, 
debentures, or equity shares to private institutions 
and investors, at home or abroad, and can also obtain 
equity capital from the International Finance Corpora- 
tion. The banks lend the money obtained from these 
sources to, and invest it in, new or expanding enter- 
prises, public and private, in their countries. 


The IBRD has played an active role in encouraging 


and helping the governments and private sponsors in 
underdeveloped countries to establish development banks. 
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As part of this work, the IBRD has prepared two studies on development 
banks. The first, by William Diamond, describes the history of this 
type of banking and discusses in detail the factors which countries 
should consider in deciding whether or not to establish a development 


bank. For the second, and most recent, study, a conference of execu-_ 
tive officers of existing banks was held by the IBRD. Based on the 
conference and on further research, Shirley Boskey -- the author of 


the second book -- carefully explains the methods for organizing and 
financing development banks; their management and operating policies; 
their relationships with clients; and their roles in developing local 
capital markets and stimulating indigenous entrepreneurship. 
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PLANNING 





THE ORGANIZATION OF NATIONAL DEVELOPMENT 
PLANNING IN LIBERIA 


[Recently, the Government of Liberia passed legis- 
lation for setting up a new organization to carry on 
the national development planning function. In the 


words of the Law's Preamble "....immediate and effec- 
tive coordination of all development planning efforts" 
are required to increase "....the social, economic and 


political well-being of the people through a systematic 
development and effective use of the nation's resources." 


The arrangement adopted by Liberia is one increas- 
ingly used by less developed countries in preference to 
other methods. Its main advantage is that it success- 
‘fully harmonizes various potentially conflicting aspects 
of the development planning process. The Liberian law 
creates a National Planning Agency with two parts. The 
first is the National Planning Council, whose members 
are the heads of the main ministries and departments 
concerned with development and whose Chairman is the 
President of the Republic. The second is the Office of 
National Economic Planning, which performs staff func- 
tions for the Council under a Director-General, who 
serves as the Council's Executive Secretary. Program 
Planning Offices are established in each ministry and 
department concerned with development. In addition, 
participation of private enterprises, trade unions and 
other nongovernmental institutions is ensured through 
Advisory Committees attached to the National Planning 
Agency. 


This arrangement expresses the essentially political 


nature of development planning by making the nation's 
Chief Executive, who is ultimately responsible for all 
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national policies, Chairman of the Planning Council. At the same time, 
it recognizes that the operating departments of the government have 
legitimate interests in and responsibility for parts of the national 
development plan, and therefore must participate in its formulation. 
But, to make possible an independent evaluation of the programs of the 
separate agencies, and to advise the Council on objectives and priori- 
ties, the arrangement also includes a professionally staffed Office of 
National Planning to collect and analyze the necessary data, check the 
consistency of plans and resources, and identify the implications of 
alternative policy choices. The cooperation of the private sector is 
enlisted through active participation of its representatives on the 
Advisory Committees. 


President William V. S. Tubman has issued an Executive order put- 
ting the new law into effect and appointing the Honorable J. Milton 


Weeks to the position of Director-General of the Office of National 
Planning. Most of the law is reprinted below:/ 


Executive Law - Chapter 46. NATIONAL PLANNING AGENCY 


GENERAL 


Definitions. - As used in this Chapter, unless the context otherwise 
requires. 





(a) "Economic planning" encompasses the planning of: 


(1) those Government programs and projects which are de- 
Signed to increase national production and to improve the 
well-being of the people, including nutrition, health, edu- 
cation, housing, transportation, communication, and activi- 
ties contributing thereto; (2) external assistance pro- 
grams designed to promote the purposes stated in (a)(1) of 
this section; (3) foreign investment programs involving 
Government concessions or Government participation in such 
programs. 


(b) "Agencies" means Departments of the Government, corporations 
and other business enterprises in which Government owns more 
than fifty per cent (50%) of the total capital. 


(c.) "Program" means a plan related to one of the objectives, such 
as education, health, agricultural improvement, transporta- 


tion, power development, or industrial development. 


(d) "Projects" means a particular undertaking within a program, 
such as establishment of a school, a hospital, or a road. 
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ORGANIZATION 


Creation of Agency. - There is hereby created under the Executive 
branch of Government an agency to be known as the National Planning 
Agency. The National Planning Agency shall consist of: (a) A National: 
Planning Council; and (b) an Office of National Planning. 





National Planning Council. - The National Planning Council shall be 
composed of the President of Liberia as Chairman, and seven Cabinet 
Ministers who shall be appointed to the Council by the President. The 
Director-General of Economic Planning shall serve as Executive Secre- 
tary to the Council and in such capacity shall be directly accountable 
to the Chairman of the Council. The President may also invite other 
Government officials or private citizens to attend meetings of the 
National Planning Council. 





Office of National Planning. - The Office of National Planning shall 
be headed by a Director-General of Planning. The Office shall contain 
a Bureau of Plans Preparation and Coordination, and a Bureau of Economic 
Research and Statistics. 





Advisory Committees. - There shall be established within the Agency 
two Committees, namely, (1) an Advisory Business Committee comprised of 
representatives from private enterprises in Liberia; and (2) an Advisory 
Labor Committee comprised of representatives from labor. The members 

of both Committees shall be appointed by the President upon their rec- 
ommendation to the National Planning Council by Business and Labor 
Organizations in Liberia. 





Program Planning Office. - There shall be established in each Agency 
of the Government a Program Planning Office to be headed by an official 
designated as Program Planning Officer. The Program Planning Officers 
shall be appointed by the Agency heads in consultation with the Director- 
General of the Office of National Planning. 





FUNCTIONS 


National Planning Council. - The functions of the National Planning 
Council shall be: 





(1) To provide general policy guidance to all agencies of the 
Government in formulation of development plans. 


(2) To review for its approval or disapproval Office of National 
Planning recommendations on: 
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(3) 


(4) 


(a) External assistance programs and investment proposals, 
both foreign and domestic, involving Government concessions 
or Government participation in such programs and investment 
proposals. 


(b) Allowances for development programs and projects to be 
included in the budget for the ensuing year. 


(c) Proposals for new development programs and projects, or 
changes in existing programs and projects. 


To require that special investigation and evaluation of pro- 
grams and projects be made by appropriate agencies of the 
Government or non-Governmental organizations. 


To approve economic development priorities. 


The Office of National Planning. - The Office of National Planning, 





under the direction of the Director-General of Planning shall perform 
the following functions: 


(1) 
(2) 


(3) 


(4) 


(5) 


(6) 


Review and coordinate all external assistance programs; 


Direct all staff activities incident to the Council's delib- 
erations, including the evaluation of all proposed develop- 
ment programs and projects, external assistance programs, and 
investment proposals involving Government concessions or 
Government participation in such programs and investment 
proposals; 


Propose to the Council the allowances for development pro- 
grams and projects to be included in the budget for the 
ensuing year; 


Give technical guidance to all Government agencies in the 
preparation of development programs and projects; 


Review proposals for new development programs and projects 
or changes in existing programs and projects under consid- 
eration in view of the resources which are available, and 
make recommendations thereon to the Council; and 


Review progress made on programs and projects which have been 
adopted, initiating special investigations into the execution 
of these programs and projects, and report findings and rec- 
ommendations to the Council. 
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Bureau of Plans Preparation. - The Bureau of Plans Preparation shall 





(1) 


(2) 


andemesete: 


(3) 


(4) 


perform the following specific functions:. 


Prescribe a uniform manner for, and furnish advice and guid- 
ance to the departments and agencies in submitting their pro- 


posals for development programs and projects in their respec-’ 
tive fields; 


Propose development programs and projects in terms of: 


(a) Contribution to the economic and social objectives of 
the country; 


(bo) Costs in terms of manpower and materials; 
(c) The time schedule for possible completion; 


(d) Impact on the budget for the next and the following 
years, in relation both to revenues and expenditures; and 


(e) Technical soundness. 


Coordinate, process and record all external aid and assist- 
ance programs and report on progress made in these programs; 


Record and index contracts and contract proposals for foreign 
concessions; and 


(5) Perform such other functions as may be prescribed by the 
Council or the Director-General. 
Bureau of Economic Research and Statistics. - The Bureau of Economic 





(1) 


(2) 


(3) 





Research and Statistics shall perform the following specific functions: 


Develop long-range and intermediate-range economic praqjec- 
tions, which will incorporate the economic and social devel- 
opment objectives as are embodied in this Chapter to the 
extent that they are believed to be realizable with the man- 
power and material resources which are available during the 
period covered by the projections ; 


Evaluate proposed Government programs and projects in terms 
of their respective contribution to the economic and social 
objectives and in terms of the resources which are available 
or likely to become available; 


Analyze the inter-relationship and internal consistency of 
various proposed programs and projects; 
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(4) Direct and coordinate the production and processing of na- 
tional statistics; and 


(5) Undertake such other economic, social and statistical studies 
as may be deemed necessary. 


Director-General. - The Director-General is authorized to utilize for 
the performance of his duties, besides the staff of the National Planning 
Office, staff members of other Agencies of the Government and outside 
consultants. He shall collaborate with the Bureau of the Budget to the 
extent that his duties affect that Bureau. 





Advisory Committees. - The Advisory Committees shall advise the Coun- 
cil and the Director-General on all matters related to the Government's 
plans, particularly as they affect the development interests of private 
enterprise and labor. 





Program Planning Officers. - The Program Planning Officers shall be 
responsible within their own agencies to prepare programs and projects 
and report on progress made on Such programs and projects under the re- 
sponsibility of their respective agency heads in a manner prescribed 
by the Office of National Planning, 





Power of the Planning Agency to Collect Information. - The Office of 
National Planning shall have the power to request, demand and coliect 
from any person, natural or legal, residing in the Republic, and from 
any Department, Bureau or Agency of Government of the Republic, any in- 
formation it may deem necessary to effectively carry out its functions. 





MISCELLANEOUS 


Jurisdiction. - For matters which are within the jurisdiction of the 
Executive, the decisions of the Council become effective when approved 
by the President. For matters requiring legislative action, the deci- 
sions of the Council are merely recommendations for legislative action 
when approved by the President. 








Compensation. - No member of the National Planning Council shall re- 
ceive any salary, honorarium, or allowances for services rendered the 
Agency, except however that any member may be reimbursed for other di- 
rect expenses incurred in the performance of his duties which relate 
to the National Planning Council. 


Expenses. - The expenses of the National Planning Council shall be 
provided for in the annual budget of the Republic. 
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IMPLEMENTATION OF PROVISIONS 





Period of Organization. - The National Planning Council and the Office 
of National Planning shall be organized as soon as the members of the . 
Council and Director-General of Planning are appointed by the President. 


Scope of Agency. - The functions which are now performed by the Joint 
Liberian-United States Commission for Economic Development, the Techni- 
cal Assistance Coordination Board, the Bureau of Economic Research and 
Statistics and those functions of the National Production Council which 
are related to economic development, shall be transferred, along with 
their personnel, property and records, to the Office of National Planning 


in an orderly manner. When such transfers are fully accomplished, these 
agencies shall be abolished. 





Authority of President. - The President is hereby authorized to take 
any steps necessary and proper to implement the provisions of this 
Chapter, and the Secretary of the Treasury is authorized to draw out of 
the Public Treasury under warrant of the President, any moneys not other- 
wise appropriated, which may be necessary to meet the expenses for the 
further implementation of the provisions of this Chapter. 
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SPECIAL PROBLEMS OF AGRICULTURE 
IN DEVELOPMENT PLANNING 


P. G. H. Barter 


[From Monthly Bulletin of Agricultural 





Economics and Statistics; Food and Agriculture 





Organization of the United Nations, Rome, 
Volume 11, No. 6, June 1962, pp. 1-7./ 


These are 
excerpts 
from the 
original 
article. 


[tt is generally conceded that only very limited 
success has been achieved in most less developed coun- 
tries in raising the levels of agricultural productiv- 
ity and production. One reason is that the special 
characteristics of agriculture have not been adequately 
taken into account in development planning and program 
implementation. These characteristic problems of agri- 
culture are analyzed in this article -- excerpts from 
which are reprinted below -- from the point of view of 
their implications for development planning. / 


Almost all less developed countries have now 
adopted a greater or lesser degree of planning as a 
means of assisting themselves to achieve self-sustained 
growth. Most of these countries are predominantly ag- 
ricultural, and the agricultural sector will have to 
make a major contribution to the growth of their econo- 
mies for a long time to come. Agriculture today may 
seldom take the lead as a primary growth sector, but 
it would be a fatal mistake to underrate its importance 
on that account. A developing country may safely forego 
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many consumer goods in order to increase the rate of investment, but it 
cannot forego essential food requirements without endangering its eco- 
nomic development as a whole. 


If basic food requirements are not met, the health and working 
capacity of the population are impaired. Moreover, as food represents 
the largest part of consumer expenditure in less developed countries, 
food shortages and rising food prices can give rise to serious infla- 
tionary pressures. These in turn may necessitate a major diversion of 
scarce foreign exchange from imports of capital goods to imports of 
food. It is true that for the tire being food imports can often be ob- 
tained from surplus supplies on special terms. But this is an expedi- 
ent, and one that is likely to be less conducive to over-all economic 
growth than an expanding rural sector which can provide a market for 
the products of the newly developing urban industries. 


In view of the particular importance of agriculture in less devel- 
oped economies, it is surprising that the economists who have been re- 
sponsible for developing the theory and methodology of planning have 
generally shown relatively little interest in this sector. This is the 
more unfortunate since agriculture presents a number of features which 
differentiate it rather sharply from other economic sectors. Closer 
attention to these special features should contribute to the effective- 
ness of agricultural planning. 


The special characteristics of agriculture may be considered in 
four groups, namely those arising (i) from the biological nature of 
agricultural production; (ii) from historical causes; (iii) from the 
small scale and dispersed nature of most agricultural production; and 
(iv) from the special characteristics of investment in agriculture. 
Some of the characteristics discussed below arise under more than one 
of these headings. Nevertheless, the classification may be useful in 
bringing out some of the underlying causes of agricultural problems. 


Biological Nature of Agricultural Production 





In the long run, the fundamental problem of agricultural planning 
is to establish a pattern of land use between forest, pasture and crop- 
land, together with systems of cropping, which will conserve or even 
build up or restore, the fertility of the land -- a country's biggest 
renewable resource. An important aspect here, too, is the integration 
of crop production and animal husbandry into some type of mixed farming. 


Because agriculture is a biological process, production hardly 
ever comes regularly, like automobiles rolling off a production line, 
but in a series of bursts, once, or occasionally twice, a year. Even 
livestock production shows a marked seasonality, depending on the abun- 
dance of pastures or of the main crops on which the animals are fed. 
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Secondly, one cannot control the level of agricultural production as 
one can control the output of a mine. Output is greatly affected by 
the weather, by the prevalence of pests and diseases, etc. It is only 
predictable with a very wide margin of error. 


{it is of course possible, in accordance with a plan, to find ways 
to step up or to reduce the area and output of any particular crop. 
This applies especially to cash crops and to crops which occupy a fairly 
small part of the total agricultural area. But even so, the extent of 
the change resulting from any particular measure cannot be very closely 
estimated in advance. For staple crops such as cereals, which occupy a 
great share of the farm area, a large adjustment in the level of output 
is harder to achieve, especially a downward adjustment, though in this 
case for reasons which are economic rather than biological. 


These two factors, the seasonality of production and the variabil- 
ity of the output from year to year, stamp a number of special charac- 
teristics both on agricultural production and on the distribution of 
agricultural products which have important implications for planning. 


The sharp seasonal fluctuations of supply, coupled with the low 
price elasticities of most farm products, and also with the limited re- 
sources of primary producers, largely -account for the wide fluctuations 
in prices characteristic of agricultural products. When grain floods 
the market immediately after the harvest, prices fall to the lowest 
level of the year, and the larger the crop the greater the fall. This 
is the time, however, when most farmers have to sell their produce be- 
cause they need ready cash or are in debt. They can seldom afford to 
wait for the higher prices, which from then on climb to a peak usually 
just before the next harvest. The less developed the marketing system 
of the country the wider this seasonal variation tends to be. Examples 
have been quoted from countries as far apart as Colombia and Somaliland 
where prices of staple foods are five or six times as high before the 
harvest as after, though these are no doubt extreme cases. It can be 
argued that this price fluctuation is a method of capital accumulation, 
since the merchants who benefit from it invest their gains in productive 
enterprise. Some of them may. But it is certainly no way of encourag- 
ing the farmer to produce more. 


The year-to-year fluctuations in supply according to the size of 
the harvest can be just as damaging as the seasonal fluctuations. The 
1960 FAO regional conference in the Far East, for example, was informed 
that in India grain prices fell so steeply after the good harvest of 
1958, that the total returns to farmers for the larger output were ap- 
preciably smaller than their returns for the poor harvests of the two 
or three preceding years. After such an experience, not many farmers 
are likely to listen attentively to extension men telling them how to 
get higher yields. Nor are they likely to buy more fertilizers for 
their grain crops. 
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When similar fluctuations occur in supplies and prices of export 
products on world markets, they can hamper the whole economy by leading 
to large variations in the export earnings of a country. At this stage 
more attention tends to be given to the problem by economists and admin- 
istrators. But price fluctuations on the domestic market may be just 
as damaging to the growth of the economy. 


It seems clear that if the intention of a plan is to encourage 
production, especially increased production for the market, some provi- 
Sion must be made to stabilize prices. Few farmers will do their ut- 
most unless they are confident that if they produce more they will get 
increased returns. This may involve government intervention to stabi- 
lize prices or even guarantee a certain minimum farm price, and also 


the much more difficult task of making such measures effective at the 
farm level. 


The biological or seasonal nature of agricultural production not 
only gives rise to distribution problems, it also has a considerable 
effect on productivity. It means that the main demand for labor comes 
at two or three peak periods of the year, and that for the rest of the 
year a large part of the labor force is either unemployed or seriously 
underemployed. Although the precise degree of underemployment has sel- 


dom been satisfactorily measured, it is generally accepted that it is 
substantial. 


Historical Causes 





Here, however, one merges into the second group of characteristics, 
which were labelled historical because they stem from the fact that ag- 
riculture is man's oldest settled occupation. This explains why in > 
less developed countries a very large part of the population is engaged 
in agriculture. It explains also why agriculture is saddled to an unu- 
sual degree with traditions, customs and institutions which, however 
appropriate to the conditions in which they developed, are now outdated 
and constitute a brake on further development. 


There are a number of important effects of the high percentage of 
population in agriculture in less developed countries. One is the 
virtual impossibility of achieving a high average level of productivity, 
except perhaps in the export sector. It is known that in the United 
States, for example, one farm family can feed over 20 nonfarm families. 
What must be remembered is that for this to be possible there must be 
20 nonfarm families to feed. If in a less developed country two-thirds 
of the population is engaged in agriculture, the domestic market is 
limited to the remaining third. That is to say that, on average, each 
farm family has as its domestic market only half a nonfarm family, 
which will have a much lower level of food consumption than a family in 
the United States. A reduction in the percentage of the population i 
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agriculture is essential for high average level of farm productivity 
and therefore high farm incomes. This argument, it should be stressed, 
does not apply to the export sector. 


The primacy of agriculture also probably has something to do with 
the low level of agricultural incomes in relation to other occupations. 
A man will not as a rule take up a new job or move to the town unless 
he expects to better his condition. 


A further point of particular importance is that, in virtually all 
less developed countries, the large farm population is a problem likely 
to become a good deal worse before it becomes better. For while, as is 
known, the percentage of the labor force in agriculture gradually falls 
in the course of agricultural development, this is by no means true of 
the absolute number of persons in agriculture. In absolute numbers, the 
agricultural labor force continues to grow until the number of farm 
workers which can be absorbed each year into other occupations is greater 
than the natural increase in the agricultural labor force. FAO studies 
indicate that, as a general rule, this happens only when appreciably 
more than half the population is engaged in other sectors. In Japan, 
for example, the number of people dependent on agriculture has only just 
begun to decline, in spite of an advanced stage of industrialization. 

In countries like the United Arab Republic, where tne pressure on the 
land is very heavy, the continued growth of the absolute numbers of the 
farm labor force is obviously very serious. Unless relieved by increas- 
ing the farm area, e.g., by the High Dam, it is likely to lead to still 
lower productivity per man. 


Much has been written on underemployment in agriculture and the 
possibility of transferring labor to other occupations without any fall 
in farm output. This is indeed an essential feature of economic growth. 
But such a’ transfer is seldom possible without substantial adjustments, 
largely because of the highly seasonal demand for farm labor. At peak 
labor periods, e.g., when the land is plowed and sown or at harvest, 
the whole agricultural labor force may be fully extended or even over- 
extended, so that casual labor is drawn from towns. With existing tech- 
niques, it would then be impossible to transfer labor to other occupa- 
tions without a fall in output. 


It is this factor, too, which probably often explains the small 
size of most farms in less developed countries, even when land is plen- 
tiful, as in some African and Latin American countries. With the tech- 
nical methods in use, a farm family could not cope with a larger crop 
area at times when the need for labor was greatest, however idle it 
might be at other periods. 


All this means that to release labor permanently to industry (or 
to increase the size of holdings where land is plentiful) there is need 
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for some improvement in techniques to raise output per man during these 
critical periods of peak labor requirements. This does not necessarily 
imply mechanization. It may often be possible by making available bet- 
ter implements or more animal power. 


Here in any case is a major challenge to planners, arising from 
the large supply and highly fluctuating demand for labor: how to use 
the large potential resource represented by underemployed rural man- 
power, especially during the off-seasons. In western Europe (and re- 
cently in Japan), the solution has been partly sought within agriculture 
in diversified and mixed farming, so that the demand for labor could be 
spread more evenly over the year. This will probably come slowly in 
the Near East as the demand for livestock and other products of mixed 
farming increases. 


In India and Pakistan, where the problem is tougher and where the 
farm labor force continues to grow rapidly in absolute numbers, efforts 
are made to utilize seasonally unemployed labor off the farm, e.g., in 
work on roads or irrigation projects, by establishing small-scale rural 
industries, and also by community development schemes designed to use 
this surplus labor for social projects, partly on a voluntary basis. 


Another result of the early emergence of agriculture in economic 
development lies in the heavy legacy of institutions dating from an 
age-long past and increasingly ill adapted to the needs of the world 
today. Land tenure is especially important, and the problems which 
arise are well put in the report of the recent FAO/ECAFE working group: 
"It has long been recognized that certain forms of land tenure may dis- 
courage improvements by farmers to their holdings, and weaken their ini- 
tiative to increase output. Short and insecure leaseholds, share crop- 
ping, exploitive rents, chronic indebtedness to land-owners, uncertain- 
ties of title, all combined with the economic insecurity of small 
cultivators, are the principal culprits." 


Since the war, there have been extensive programs of land reform 
in many countries. But it is becoming increasingly clear that land 
reforms in themselves are usually not enough and, unless accompanied by 
other reforms, may even lead to a decline in output. However sound it 
is in principle to give the land to the tiller, there is a danger that 
the tiller with a new title to land may find it extremely difficult to 
finance improvements, or even to maintain his present level of produc- 
tion, unless the government can replace the credit formerly provided by 
landlord or merchant, though usually at a very high rate of interest. 


Another institutional problem is the continued existence of market- 


ing systems for agricultural products long outgrown by the rapid growth 
of towns. These insulate farmers from the stimulus of the rapid growth 
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of urban demand, and return to them only a small part of the price paid 
by the consumer. In this way the farmers' incentive to expand output 
is greatly reduced. 


Small-Scale and Dispersed Nature of Agricultural Production 





However, the underlying causes of the lack of credit, and the un- 
satisfactory marketing of agricultural products, characteristic of many 
underdeveloped countries, probably lie less in the antiquity of agricul- 
ture than in the small scale of production units and the weak bargaining 
power of agricultural producers. 


There is, however, a considerable area of overlap between the con- 
sequences of the primacy of agriculture and of the small-scale and dis- 
persed nature of agriculture. For example, because of its primacy, it 
is not only labor which agriculture has to contribute to other indus- 
tries, but also capital. And while the loss of labor may be welcome as 
the only means of raising farm incomes and productivity, the loss of 
capital is a very different matter. Yet, in a newly developing economy 
there is no other source. Consideration should be given as to whether 
the transfer of capital should be assisted, e.g., by land taxes, as in 
the early industrialization of Japan, or by export taxes, as in many 
countries, especially during the period of high agricultural prices 
soon after the war. This may be weighed against the alternative ap- 
proach of building up a prosperous agriculture to provide a widening 
market for the newly created industrial sector, although this approach 
may be mainly applicable to countries with an expanding export market 
for farm products. 


It seems worth emphasizing that by no means all the transfers of 
resources from agriculture take place officially through the medium of 
taxation. There can be no statistics of the relative orders of magni- 
tude, but probably at least as much, in some countries possibly a great 
deal more, results not from taxation but from the weak bargaining power 
and exploitability of the typical agricultural producer. If small 
farmers have to pay moneylenders very high interest rates for credit, 
in effect resources are being transferred out of the agricultural sec- 
tor. If, because of his weak bargaining position, the producer must 
sell at low prices immediately after the harvest, and in the end gets a 
very small share of what the consumer paid, again there is effectively 
a transfer of resources out of agriculture. 


This is an aspect which is not widely discussed, and one which ap- 
pears to be ignored by some economists, who complain that agriculture 
in less developed countries is largely evading the taxation net. It is 
true that the money which goes out of agriculture by these unofficial 
means may be mobilized for productive employment. Much, however, is 
likely to be used for conspicuous expenditure, for unproductive 
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investment, or for financing mercantile ventures. It would seem more 
useful to mobilize it systematically through taxation. 


But if taxation is stepped up without taking measures to reduce 
the exploitability and unofficial transfer of resources, agriculture 
may become so unprofitable as to stagnate. As it is, exploitation of 


agriculture is likely to reduce the rate of investment, both monetary 
and nonmonetary. 


The need to provide incentives, or to reduce disincentives, is a 
most crucial matter in agricultural planning, and one not always suffi- 
ciently taken into account. Even where peasant farms have been com- 
pulsorily grouped into larger units under unified management, as in the 
U.S.S.R., largely as a means of concentrating and co-ordinating decision- 
making, it has proved extremely difficult to coerce the farm sector, in 
the mass, to move in any direction which (however necessary for national 
plans) appeared to offer farm producers no real benefit. 


It is not only the dispersed nature of agricultural production 
which makes it virtually impossible to coerce farmers. They also have 
great powers of passive resistance because of the subsistence nature of 
agriculture. A strike of industrial workers can seldom last long. 
Entrepreneurs find it difficult to maintain for long opposition to a 
strongly implemented government policy. Farmers, however, can go on 
year after year growing as little as possible over the bare minimum 
needed to support their families if they consider it unlikely to be 
profitable to incur the increased effort or expense to produce more. 
Good progress can only be made by enlisting their co-operation. 


But if the implementation of agricultural plans depends on secur- 
ing the co-operation of farmers, it must be recognized too that this is 
not easily obtained. Farm people are generally conservative and very 
suspicious of government intentions. In some countries, e.g., India, 
attempts are being made to overcome this suspicion by involving or at 
least consulting the village people on agricultural development. One 
method has been through schemes of community development. Another, 
notably successful in Japan and Taiwan, has been by building up, with 
government encouragement, farmers' co-operatives or farmers' associa- 
tions, now largely autonomous, which organize many things for them- 
selves. These range from the provision of credit, the purchase of 
fertilizers and other production requisites, the sale of farm produce, 
and even in a few cases the employment of extension or farm advisory 
staff. This degree of self-help, however, takes long to build up and 
demands a certain level of education. 


It is clearly very difficult to introduce to thousands, even mil- 


lions of scattered farmers, improved methods of farming or new patterns 
of farm production. To do so requires an elaborate extension service 
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or other organization. Many other measures of agricultural development, 
e.g., to implement measures of land reform, or farm credit, or irriga- 
tion, also demand an extensive local organization which in a less de- 
veloped country is by no means easy to build up. Here, then, is another 
special problem of agriculture: the incomparably more difficult task 
than in any other large industry of maintaining contact with producers 
through a field staff. 


Again, the dispersed nature of production adds greatly to the cost 
and difficulty of assembling agricultural products for the domestic ex- 
port market. The distribution of fertilizers, pesticides, improved 
planting material, or other aids to improved production may necessitate 
special facilities. To assemble the statistical and other information 
needed for planning is much harder for a million farms than for 100 
mines or a few large steel works. When obtained, the information is 


likely to be less accurate and cannot be checked, except for internal 
consistency. 


All these are real difficulties which, if not peculiar to agricul- 
ture, are at least very much more important in this than in other sec- 
tors. An effective agricultural plan must be designed to operate within 
the limits imposed by these physical and institutional conditions, or 
find means of overcoming them. 


Agricultural Investment 





It has been emphasized above how the small scale of agricultural 
production in most less developed countries and the low incomes of 
farmers mean that they have little to invest from their own resources 
and that the difficulty of organizing farm credit is increased. Two 
other characteristics of investment in agriculture should also be men- 
tioned briefly. 


If one thinks of investment in agriculture in more developed coun- 
tries, the immediate thought is of investment in machinery, in farm 
buildings, in raising the livestock inventory. These, however, apply 
to a rather limited extent in the agriculture of less developed coun- 
tries, ‘where the greatest part of any investment consists of improve- 
ments to land by means of irrigation, drainage, terracing, and so forth. 
These types of investment occur also, of course, in more developed coun- 
tries, but they are not so predominant because many other forms of in- 
vestment are also widespread? 


In less developed countries, a large part of the investment to im- 
prove land can be, and usually is, undertaken by the unpaid labor of 
the farmer and his family. It is true that large irrigation schemes 
demand heavy monetary investment, usually in the public sector, but 
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even there a large part of the final investment, without which the rest 
is useless, consists of feeder channels to the individual fields, and 
represents again family labor. 


The farmer by his own labor can significantly increase his produc- 
tive capacity, much more than producers in other major sectors of the 
economy. In view of the abundance of farm labor and the scarcity of 
resources for financial investment in most less developed countries, it 
is clearly of great importance in agricultural planning to find ways of 
encouraging this type of nonmonetary investment, mainly by providing a 
more favorable climate by greater price stability, more favorable con- 
ditions of land tenure, etc. 


A second characteristic of investment in agriculture, again of con- 
siderable importance in planning, is that, to an extent probably greater 
than in any other major sector, the capital needed to raise agricultural 
productivity in less developed countries is not fixed capital but short- 
term working capital. This applies particularly to the purchases of 
fertilizers, pesticides, improved seeds, and animal fodder, which in- 
crease considerably as agriculture becomes more oriented toward the mar- 
ket. Because of the quick turnover of such inputs (less than a year), 
conventional national accounting methods may miss changes in their use. 
They do not figure in capital/output ratios, and this may lead to an 
underestimation of the real capital needs of agriculture. It is clearly 
of considerable importance that planners should not be misled by the ap- 
parently low capital /output ratio of agriculture, and therefore leave 
out of account its particular need for short-term credit. 


ee 


Planning in the agricultural sector presents a number of special 
problems and difficulties, especially in economically less developed 
countries. Unless these are clearly understood and adequately provided 
for in policies and measures for the implementation of plans, the ob- 
jectives sought are unlikely to be attained. This is the more serious 
since a shortfall in agricultural production can seriously hamper the 
growth of the whole economy, especially in less developed countries, 
where food is the largest item of consumer expenditure and where a rise 
in food prices therefore gives rise to grave inflationary pressures. 
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INTERNATIONAL COMMODITY PROJECTIONS FOR 1970 


[From Agricultural Commodities - Projections 





for 1970; Rome, Food and Agriculture Organization 
of the United Nations, 1962, pp. 1-38./ 


Excerpts from 
the report 
begin on the 
next page. 


[To underdeveloped countries, exports of primary 
products are a far more important source of the foreign 
exchange needed for development purposes than are all 
the others combined -- loans and grants from developed 
countries and international institutions; private for- 
eign investment, etc. Hence, difficulties in interna- 
tional commodity markets are major reasons why underde- 
veloped countries cannot increase their rates of growth. 
Unfavorable changes in world prices or export levels 
can result in losses of foreign exchange earnings many 
times greater than the total amounts of external aid 
and foreign private investment available to underdevel- 
oped countries. 


For these reasons, it is of great importance that, 
in preparing their national development plans, underde- 
veloped countries take into account the prospective 
state of the international market for the commodities 
which they export. Effective development planning re- 
quires realistic projections of the world supply of and 
demand for these commodities over the longer term. This 
study by the FAO offers a set of long-range projections 
for the major agricultural commodities in world trade. 
The report also covers temperate-zone agricultural prod- 
ucts, but the conclusions excerpted below are those re- 
lating to most of the tropical agricultural products 
that are important exports for the underdeveloped coun- 
tries. Readers interested in the detailed commodity 
and country analyses and in the methodology and assump- 
tions used in preparing these projections are referred 
to the report itself./ 
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Methodology and Assumptions 





It is important, from the outset, to stress the difference between 
projections and forecasts or targets. Forecasts attempt to set out a 
future situation as it is likely to be, while a target can be defined . 
as a Situation which it is desirable to attain. Projections, as used 
in this study, have neither of these objectives; they are essentially 
neutral as to the desirability of the future situation, and do not pre- 
tend to describe how that situation will, in fact, develop. Indeed, 
the virtue of projections of this kind is that they reveal the possible 
imbalances or difficulties which may arise in a future situation on the 
basis of specific assumptions as to trends and policies, thus allowing 
changes in policy to be made in time to prevent such difficulties from 
arising. 


The growth in the demand for agricultural products is related to 
the growth in population and income; the growth in agricultural produc- 
tion is related to that of the Gross National Product (GNP) since the 
former is an essential: part of the latter in the developing countries. 
It was thus necessary to analyze the prospective production of and de- 
mand for agricultural commodities within the general framework of eco- 
nomic development, and therefore on the basis of stated assumptions as 
to future rates of population and per caput income growth. Demand and 
production during the sixties have been projected by combining the re- 
sults of detailed analyses of the major factors influencing demand and 
production trends with the population and income assumptions referred 
to above, but also with a number of other assumptions, especially about 
agricultural policies and prices, which are generally taken to remain 
unchanged. 


Countries were divided into three major groups, as shown in the 
tables: (1) the high-income countries, (2) the low-income countries, 
(3) the Sino-Soviet area. The first group is composed of major indus- 
trial areas (North America, Western Europe and Japan) and of five pri- 
mary exporting countries (Australia, New Zealand, Argentina, Uruguay 
and South Africa). The third group is composed of Eastern Europe, 
U.S.S.R. and Mainland China. The second group includes the rest of 
the world. While for the so-called high- and low-income countries pro- 
jections cover both production and demand, for the Sino-Soviet area 
such projections were not made, and it has not been possible to attempt 
more than an indication, for some products, of an approximate range of 
possible changes in the net trade between this area and the rest of the 
world. 





The projections cover a period of twelve years, three of which ,are 
already passed (generally from 1957-59 to 1969-71). The beginning and 
the end of the period are expressed in terms of 3-year averages so as 
not to necessitate consideration of short-term fluctuations. It is 
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stressed that the projections are intended to show the general trend 
during the sixties under stated assumptions. 


The low-income assumption used for the growth of GNP between 

1957-59 and 1970 implies a rate of increase for the world as a whole 
excluding the Sino-Soviet area) of about 4 percent per annum; 3.9 per- 
cent in the high-income countries and 4.1 percent in the low. This 

rate of growth is broadly in line with that of the fifties, although 
where special factors such as postwar recovery had a strong influence, 
the past rate of growth was adjusted downwards for the future. For the 
high-income assumption (some 5 percent for the world as a whole: 5 per- 
cent per annum for the high-income countries and 5.2 for the low) the 
rates of increase in GNP laid down in national plans have in general 
been followed, and the rate retained for individual countries generally 
corresponds to that considered feasible under certain favorable condi- 
tions, such as, for exporting countries, no deterioration in their terms 
of trade. For most high-income countries, the high assumption for GNP 
growth is based on certain optimistic assumptions derived from other 
national and international studies and trends in capital inputs and the 
labor force. 














RICE 
High-Income Countries Low-Income Countries 
Production Consumption Bal. Production Consumption Bal. 
(Million Metric Tons) 
1957-59 19 18 aa’ Lik nme O 
1970 
Low 26 20 + 6 149 156 - 7 
High 21 20 7, 173 167 + 6 


Most of the increase in the demand for rice during the sixties 
would be due to population growth, especially in the Far East, which 
accounts for more than 85 percent of world rice consumption. World 
demand and supply would remain roughly in balance on the low-income as- 
sumption, if the trade with Mainland China were to remain marginal; a 
small surplus in the United States could easily offset a small deficit 
in the Far East. However, on the high-income assumption, i.e. if na- 
tional targets were more or less achieved, some surplus could occur and 
would present serious difficulties for the rice-exporting countries. 
There is a real conflict between the self-sufficiency policies of sev- 
eral rice-importing countries and the plans of the rice-exporting coun- 
tries. The market should, therefore, be kept under careful review, es- 
pecially in view of the possible changes in the position of Mainland 
China, and the tendency towards surpluses in competing grains. 


72 

















FATS, OILS AND SUGAR 





Sino-Soviet 
High-Income Countries Low-Income Countries Area 


Prod. Demand Balance Prod. Demand. Balance Net Imports 








CHiltiion.. Setewiea eee ee 
Fats and Oils 





1957-59 12.5 14.2 ae ee 9.9 8.0 * 1.9 0.1 
1970 Low 16.7 17.4 - 0.7 12.5 43,3 - 0.6 0.8 
Sugar 
1957-59 14.8 22.5 oF. 7 27.5 18.1 * ek 0.1 (exp. ) 
1970 
Low 19.1 27.8 - 8.7 hO.5 27-5 + 13.0 3.5 
High 19.1 28.4 - 9.3 43.6 30.2 + 13.4 3.5 


Imports of oils into North-Western Europe are likely to increase less 
rapidly in the sixties than in the previous decade. The reasons are: (a) 
the expected surplus of butter and increases in the supplies of slaughter 
fats as by-products of meat production, and (b) the progressive saturation 
of demand for all oils and-fats, and the inroads of synthetics in the 
fields of non-food uses. During the sixties, for Western Europe as a 
whole, net imports of oils may increase only by just over one percent a 
year. In the United States, assuming present price policies to continue, 
exportable supplies would rise rapidly during the sixties and would prob- 
ably exceed outlets for commercial export. For tropical.oils, the market 
is likely to remain in approximate balance during the sixties since in- 
creases in exportable supplies - mainly from Southeast Asia, West Africa 
and the Pacific Islands - are expected to be moderate. In many low-income 
countries, the projected demand for oils will exceed the rate of growth of 
production recorded during the fifties. Commercial imports are unlikely 
to rise to a great extent, but shipments under concessional terms of 
United States oils could expand substantially. Nevertheless, domestic 
prices for oils are likely to rise in a number of low-income countries; 


this would reduce the rate of increase of demand and stimulate domestic 
production. 


Increases in sugar imports into high-income countries, taken as a 
group, are likely to be modest, say about 1 percent a year. Import de- 
mand in Western Europe is likely to be somewhat lower in 1970 than in 
the base period in view of the rising trend in beet production, while 
North American imports may not increase by more than 1 percent a year. 
The largest increase in imports is expected to take place in Japan. In 
the Near East and Africa, despite efforts to develop domestic sugar 
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industries, imports will rise, but the extent of the rise will depend on the 
availability of foreign exchange. Notwithstanding a large prospective in- 
crease in domestic demand in many of the sugar-cane producing countries, these 
countries could easily meet any conceivable increase in world demand. In the 
trade sector, much depends on whether the Sino-Soviet area will continue to 
take a large part of Cuban exports. 
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CONSUMPTION Net Imports | PRODUCTION 
High- Low-Inc. Countries of Excluding 
Income Pro- Nonpro- Total Sino-Soviet | Sino-Soviet 
Countries ducers ducers Area Area 
(HE ten Retr e teen) 
Tea 
1958-60 0.37 0.30 0.12 0.79 - 0.01 0.77 
1970-72 
Low 0.39 0.43 0.18 1.00) a/ 1.10 
High 0.43 0.48 0.20 pe 
Coffee 
1958-60 2.2h 0.64 0.10 2.98 + 0.05 3.80 
1970-72 
Low 2.96 0.99 0.16 4.12 + 0.20) b/ 
High 3.10 1.06 0.17 4.33 + 0.30) 
Cocoa 
1958-60 0.67 0.14 0.81 + 0.07 0.90 
1970-72 ; 
Low 0.87-1.019) 0 22-0.25% 1.09-1.262/ (+ 0.20 to (1.25 to 
High | 0.89-1.03 0 22-0.260/ 1.11-1.297/ (+ 0.25 (1.5 








Position depends largely on Chinese production and export arrangements. 
Potentialities of production greatly exceed the projected demand. 


The lower figure corresponds to a price of about 30 cts. per pound and 


the higher to 18 cts. per pound as compared to that of 36.4 in 1958-60, 
and 22.6 in 1961. 


ig A 


Tea. Demand in high-income countries will be very little influ- 
enced by changes in income and prices; total imports are likely to in- 
crease slowly, say by about 1 percent a year, per caput consumption 
remaining, on average, more or less stable. Most of the prospective ex- 
panding markets are in the tea-producing countries themselves and in the 
Near East and North Africa, where demand is probably fairly sensitive to 
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price and income changes. The interest of the producers seems to be to 
specialize as much as possible in high-quality tea at high prices for 
the slowly expanding market of the high-income countries, and in lower 
quality tea at low prices for the low-income countries whose markets 
could be greatly expanded. In the period 1957-59, the Sino-Soviet area: 
had, on balance, a very small net export trade in tea, China being an 
exporter and the U.S.S.R. an importer. If tea production expands rap- 
idly in Mainland China and if the Sino-Soviet area becomes a major net 


tea exporter in the sixties, a serious surplus situation could occur on 
the world tea market. 


Cocoa and Coffee. For cocoa the situation is different from that 
of tea since the bulk of cocoa production is consumed in high-income 
countries and since, at least in continental Western Europe, the demand 
is somewhat responsive to income. Another difference is that the in- 
port demand for cocoa in high-income countries is fairly responsive to 
price changes in view of the possibility of using nuts and other ingre- 
dients instead of cocoa in the manufacture of chocolate confectionery. 
Though income elasticity in the industrialized countries is somewhat 
higher for coffee than for cocoa, the influence of the export price on 
the import demand is likely to be slightly lower for coffee. This is 
because, for coffee, it is the consumer who ultimately reacts to changes 
in retail prices. Percentagewise these changes are much smaller than 
those in the export price, in view of the rigidity of the margin be- 
tween the two prices (marketing and processing charges, as well as 
duties and internal taxes in a number of countries). For cocoa, how- 
ever, the price effect occurs at the manufacturing stage, and is not 
modified significantly by taxation. At about the present level of 
prices, the import demand for cocoa and coffee of the high-income coun- 
tries could increase by an average of around 2.5 percent a year, with a 
higher rate of increase in the Mediterranean countries and particularly 
in Japan. However, the major unknown element is the level of future 
imports into the U.S.S.R. and Eastern Europe. This region is a large 
potential outlet, probably larger for cocoa than for coffee. 





As for all tree crops, it takes several years before young trees 
start bearing and at least five to ten years before they reach full 
capacity. Thorough studies of the demand prospects for the next decade 
could therefore provide useful guidance for planting policies. The 
high coffee prices of the [early/ fifties stimulated heavy plantings 
which have already resulted in a large surplus on the coffee market, 
prices being at present maintained by restricting exports and stock- 
piling. The average level of world coffee production in recent years 
is already almost as high as the higher projections of demand for 1970. 
Moreover, production potentialities are likely to increase still more 
in the sixties, when the trees planted between 1954 and 1958 reach full 
production capacity. Even if domestic demand in the producing coun- 
tries is stimulated by lower prices, a restriction of coffee production 
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capacity seems unavoidable in the sixties. For cocoa, the outlook for 
production over the next decade is somewhat uncertain, partly because 
of the lack of information about the age-distribution and varieties of 
trees in the major producing countries. 




















RUBBER 
Sino- 
High-Income Countries Low-Income Countries Soviet 
Proa.=/ Cons. Balance Prod. &/ Cons. Balance Area 3/ 
(Million Met riec-tens 
1957-59 1.40 My 5 GET > 8 1.99 0.30 + 1.69 0.40 
1970 
Low 2.54 SEE a 2.30 0.50 + 1.80 0.36 
High 3.25 S04. ='Leve 2.56 ie 2 he 0.51 





1/ Synthetic only. 
2/ Natural only. 
3/ Net imports of natural only. 


The sharp expansion in synthetic rubber production since the early 
fifties resulted in part from rapid technological improvements and stable 
prices at relatively low levels; it was also associated with the failure 
of natural rubber production to keep pace with the rapidly expanding 
market. 


Most of the raw rubber produced is used in the manufacture of vehicle 
tyres. In the fifties, this usage increased fairly rapidly in continen- 
tal Western Europe with the growth in automobile production, but in the 
United States - the largest consumer - there was only a small rise in 
per caput consumption. Though, over the next ten years, rubber consump- 
tion is likely to increase less rapidly than during the fifties, world 
consumption might almost double from 1957-59 to 1970, the greater part 
of the increase being in the developed countries. It is anticipated 
that the rate of growth in natural rubber production would be substan- 
tially larger in the sixties than in the fifties, but prices of natural 
rubber may decline. Synthetic output could expand much more rapidly 
than natural output, and the assumption is made here that it will ex- 
pand to fill the gap between potential demand for all rubber and the 
projected output of natural. On this basis, synthetic production by 
1970 (excluding that of the Sino-Soviet area) would be at least double 
the 1957-59 average, and would substantially exceed the output of 
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natural, while the price of natural would presumably decline to some- 


where near the synthetic price, which in 1957-59 was about 30 percent 
below that of natural rubber. 


Prospects for Exports from Low-Income Countries 





Taking all tropical and semi-tropical commodities together, the 
importance of Western Europe, as an import market appears clearly from 
[the following/ table. Net imports into this region would, according 
to the projections made, increase at an average rate of about 13 per- 
cent a year; the increase in net imports into North America would be 
somewhat smaller, mainly because of the projected increase in the ex- 
ports of some commodities; percentagewise, the increases in net imports 
are expected to be larger in Japan, but the increase in the Sino-Soviet 
area could be the largest of all. Taking all high-income countries to- 
gether, the demand for net imports [of tropical agricultural commodities/ 
is not expected to increase by more than 2 percent a year; including 
the Sino-Soviet area, the rate of increase could be of the order of 
2s percent on the most optimistic assumption made. In other words, at 
constant prices, the value of net imports of tropical commodities into 
the high-income countries and the Sino-Soviet area could, at best, in- 


crease at the same rate as population in the low-income exporting 
countries. 


Range of Projections of the Net Import Demand 
for Selected Tropical Agricultural Commodities 
by Regions Assuming Prices Unchanged 


{Billion U.S. Dollars) 

















1957-59 1970 
Low High 
Western Europe 5.1 5.8 6.2 
United States and Canada 1:4 1.5 1.6 
Japan 0:7 lL 2 
Sino-Soviet Area 0.6 12 1.5 
Argentina and Uruguay -0.2 -0.2 -0.2 
Australia and New Zealand -0.7 -0.9 -O. 
All High-Income Countries 
and Sino-Soviet Area 6. 8.5 9.4 
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The terms of trade of tropical commodities in relation to manufac- 
tured goods have declined steadily since 1954. It seems unlikely that 
they can improve very substantially in the 'sixties and further declines 
should not be excluded. For agricultural raw materials, prices in the 
long term will largely depend on the trends in the cost of production 
of synthetics and on the technological advances in this field. It seems 
reasonable to expect some further decline in the terms of trade of agri- 
cultural raw materials, though a drastic price decline seems unlikely, 
since price reduction would stimulate the utilization of agricultural 
materials versus synthetics. 


For tropical beverages, the situation is different since the prob- 
lem of substitution is much less important. The major element is the 
price elasticity of the import demand in high-income countries. At the 
retail level price elasticity is, on the whole, low for tea, coffee and 
cocoa. If account is taken of the importance and of the rigidity of 
the processing and marketing margins, it does not seem that a 10 per- 
cent decline in export prices could result in an increase of the volume 
sold of much more than about 3 percent, which would correspond to a de- 
cline in total receipts of about 7 percent. In other words, an increase 
in the total exportable supplies to the high-income countries would, 
ceteris paribus, reduce the total export exchange earnings of all ex- 
porting countries taken together, and, percentagewise, this reduction 
would’ probably be even larger than the increase in the quantities ex- 
ported. There are already large coffee surpluses and it cannot be ex- 
cluded that export suppliers of tea and cocoa may increase more rapidly 
than-the import demand projected at constant prices. Under such condi- 
tions, it would be in the interest of exporting countries to secure 
inter-governmental arrangements that would bring long-term production 
policies into line with the prospects of import demand and, if neces- 
Sary, restrict export sales in order to prevent major price reductions. 
But it is in the interest of the importing countries to ensure that ex- 
cessively low prices do not cause a sharp reduction in plantings or the 
abandonment of existing plantings in order that the surpluses of the 
"sixties should not be followed by shortages in the 'seventies. More- 
over, such agreements between producing and consuming countries could 
help to, prevent the allocation of resources towards the production of 
export crops, which could be better used for raising the production of 
food for consumption in the low-income countries. 


Trade between low-income countries is at present limited mainly 
to rice, tea and sugar. An expansion in intra-regional trade would 
generally be beneficial in view of the limited prospects for increasing 
exports to high-income countries and some degree of coordination of ag- 
ricultural policies, especially as regards rice, would be desirable. 
It should also be stressed that the price elasticity of import demand 
is much higher in the low- than in the high-income countries and that 
consequently a decline in the price of exports to low-income countries 
could, in a number of cases, result in a substantial increase in import 
demand. ' 
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Export Exchange Earnings and Economic Growth 





The unfavorable outlook for export exchange earnings from agricul- 
tural exports raises a major problem regarding the economic growth of _ 
the non-industrialized countries since agricultural commodities account 
for more than 60 percent of their total exports towards the rest of the 
world while about 80 percent of their own imports from the industrial- 
ized countries consist of manufactured goods, including capital equip- 
ment. It is indeed questionable whether the conclusions here reached 
for the export exchange earnings from agricultural exports are consist- 
ent with the high-income assumption adopted in this study for the non- 
industrialized countries. On this assumption, the rate of GNP growth 
in these countries should be higher in the ‘sixties than in the 'fif- 
ties. Such an acceleration of the rate of GNP growth (so as to reach 
5 percent a year) would require an acceleration of the rate of capital 


accumulation and an acceleration of the growth of imports of capital 
equipment. 


Since exchange earnings from agricultural exports are not expected 
to rise substantially during the ‘sixties, it becomes more important 
that other sources of foreign exchange should increase more rapidly, 
especially if the higher rate of economic growth is to be achieved. 

Some of the low-income countries may find it possible to promote ex- 
ports of light manufactured goods to industrialized countries during 

the 'sixties. However, the development of industrial exports is a rela- 
tively slow process involving some modification in the pattern of world 
trade and‘larger imports of heavy capital equipment from the more devel- 
oped countries. The shortage of foreign exchange will remain a major 
problem in the low-income countries during the 'sixties and the need 
for further expansion of the net capital inflow into these countries 
should be stressed. 


19 




















GUIDELINES FOR HOUSING AND SLUM CLEARANCE 
IN AFRICAN CITIES 


Peter Marris 


[From "Slum Clearance and Family Life in Lagos," 

Human Organization; the Society for Applied 
Anthropology, New York State School of Industrial 

and Labor Relations, Cornell University, Ithaca, 

N.Y., Volume 19, Number 3, Fall, 1960, pp. 123-128. 
Copyright 1960 by the Society for Applied Anthropology. / 





/Al1 too frequently, city planners, architects and 
others responsible for new housing projects ignore the 
intimate relationships between the physical character- 
istics of dwellings and neighborhoods, on the one hand, 
and the social and economic characteristics of the 
people who are to live in them, on the other hand. 

This tendency manifests itself in both developed and 
developing societies. Its adverse effects may be par- 
ticularly serious in the latter, where the people af- 


An abridged fected are also experiencing profound changes in their 
version of conditions of life in consequence of the economic and 
the original social development taking place in their countries. 
article The result may be that those who’ are expected to bene- 
begins on the fit most from a particular slum clearance project or 
next page... from a new housing project may actually find themselves 


worse off economically and socially than they were be- 


fore, even though their physical surroundings have been 
improved. 


Peter Marris is Research Officer, Institute of 
Community Studies, London. The material for this 
study was collected during a visit to Lagos from 
July 1958 to August 1959. The study was financed 
by the Leverhulme Trust, and was undertaken for 
the Institute of Community Studies, London. 
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In this article, excerpts from which are reprinted below, Peter 
Marris summarizes the results of his study of a major slum clearance 
project in central Lagos, the capital of Nigeria. The problems he ana- 
lyzes and the solutions he suggests are directly applicable to other 
African cities as well, and are also, in the broadest sense, relevant 
to the planning of slum clearance and housing projects in other less 
developed areas. 


Because of the scarcity of resources available to the less 
developed countries, and the rapid increase in population, especially 
in the cities, Mr. Marris gives a much higher priority to the construc- 
tion of additional housing facilities than to slum clearance as such, 
particularly when, as in the Lagos project, many of the houses torn 
down were still habitable. However, there are differences of opinion 
on the priority to be accorded slum clearance, depending not only on 
the specific conditions of the particular slum in question, but also 
on the relative importance attached to social welfare considerations 
among the objectives of development strategy. 


Those interested in a full account of the analysis and methodology 
of the study are referred to Peter Marris' book -- published in the 
United Kingdom and the United States since the appearance of this 
article -- Family and Social Change in an African City: A Study of 
Rehousing in Lagos; Evanston, Illinois, Northwestern University Press, 
1962, xv and 180 pp.; London, Routledge & Kegan Paul, 1961, 196 pp./ 








Slums are amongst the most obtrusive of social evils. Physical 
squalor catches the eye; the degradation of human dignity shocks the 
social reformer, civic pride is outraged, the privileged are uncomfort- 
ably reminded of the circumstances in which their fellow countrymen 
must live. To people who do not live in slums, their demolition seems 
self-evidently desirable. Yet the slum dwellers themselves often bit- 
terly resent being displaced. 


The initiative in slum clearance usually comes from public agen- 
cies, which are run by the most privileged members of society. They 
tend to assume that physical squalor must be associated with moral deg- 
radation: the slums must be riven with crime, ill-health, a demoralized 
irresponsibility in family life. But this need not be so. The slum 
may be merely the longest-settled neighborhood, grown shabby with age, 
which yet enjoys the most integrated social life of any in the city. 

The people who live there are not necessarily all impoverished, or 
humiliated, by their surroundings. Even if they are, they probably 
cannot afford to live otherwise, and, unless the underlying causes of 
their poverty are first removed, the attempt to rehouse them at a stand- 
ard beyond their means will only make them destitute. There is a 
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danger, therefore, that slum clearance schemes will be based on arbi- 
trary assumptions as to how slum-dwellers live, and ought to live; and 
that they will set standards related more to the social values of the 
leaders of society, than to the needs and resources of the people to 

be rehoused. But the more realistically the difficulties are assessed, . . 
the more intractable they are likely to appear. 


I would like to illustrate the problem by the slum clearance 
scheme in Lagos, the federal capital of Nigeria, of which I made a 


study during 1958 and 1959 -- especially as to its effect on family 
life. 


The People of Central Lagos 





The part of central Lagos to be cleared as slums has been settled 
for two or more generations. The streets are shown in their present 
form on a map of 1885. The houses would have been built originally by 
families for their own use, although many have later been divided, or 
let to tenants. A few still standing follow the design of a traditional 
Yoruba compound, the rooms surrounding an open courtyard on four sides. 
But, in more recent building, the courtyard has dwindled to a passage 
leading from the street to a yard, often with rooms opening onto it 
from one or two sides, and lavatories and washplaces at the back. In 
these yards, or on a verandah overlooking the street, the'women do most 
of their housework. The rooms are sometimes so full of bed and baggage 
that there is hardly space to put a chair. But such cramped quarters 
are manageable because the occupants do little but sleep there. 


The houses. are shabby -- the walls patched, the roofs leaky, the 
ceilings blackened with smoke. But some have solid walls, well-made 
doors and windows, and a concrete floor raised above the ground. They 
have suffered as much from neglect as from dilapidation. 


According to Yoruba custom, the children of the founder of a family 
property occupy it, together with their wives and children, and their 
descendants after them. The daughters have much the same rights as the 
sons, except that they would be expected to live with their husband in 
his family house. In fact, there seem to be only a few family proper- 
ties still occupied in this way in Lagos. Usually some rooms are let, 
some are occupied by the descendants of the founder, and others by more 
distant relatives, for whom those with rights in the house are respon- 
sible: About sixty percent of the present residents are tenants. 


The tenants in central Lagos, however, are long settled there. 
More than half of those interviewed had lived in Lagos for over twenty 
years, and nearly half had occupied the same rooms fo: more than ten 
years. Nine-tenths of the owners and their relatives were born in 
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Lagos, half of them in the house in which they still lived. Even 
amongst the tenants who had taken their rooms most recently, the major- 
ity had occupied them for at least six years. The population is the 
most stable in Lagos. 


The slum clearance area is at the heart of Lagos commercial life. 
It lies between the two main shopping streets; surrounded by the larg- 
est markets in cloth, vegetables, meat, and poultry, enamel and earthen- 
ware, herbs, fancy goods and fruit; and within a few minutes of the 
great importing houses. Much of the working population of Lagos passes 
every day by its narrow lanes. The people of the neighborhood earn 
their living by the commerce of the city. The men are traders, import- 
ers and exporters, shopkeepers, dockers and market porters; drivers, 
watchmen, clerks or mechanics for the foreign firms; or craftsmen who 
often deal in goods on the side -- bicycle repairers selling secondhand 
machines and tyres, spray painters selling paint, blacksmiths buying up 
used tins and making them into cheap oil lamps. The women nearly all 
trade. 


Traders and many of the craftsmen work on their own account, and 
depend for their livelihood on attracting a group of regular customers 
to whom they are readily available. Some of the labourers, too, are 
only casually employed, and must be in easy reach of employers who may 
be hiring men for the day. So, more than half the working population 
are likely to earn less, at least for awhile, if they are moved from 
the neighborhood where they have established themselves. 


The people of central Lagos are, therefore, largely dependent upon 
their location at the centre of commerce for their livelihood. And be- 
cause they have, on the whole, been long settled there, an integrated 
pattern of social and family life has grown up. The affection and 
sense of mutual obligation of the family group is the outstanding loy- 
alty of Lagos social life. 


Nigerians are brought up to regard the needs of their kinfolk as 
their first responsibility; they support their mothers and fathers in 
their old age, and often elderly aunts or cousins as well. They con- 
tribute to the marriage payment of a younger brother, bring up their 
nephews and nieces, help out their married sisters. More than half the 
people interviewed in central Lagos were spending at least a tenth of 
their income on help to their-relatives. Without this family loyalty, 
there would be no one to care for the old, the sick, the widows and 
orphans, no one to set men on their feet when they were out of work, 
or to pass on to younger brothers and sisters the advantages of an edu- 
cation for which, as likely as not, the family has paid. For, as yet, 
public social services in Nigeria are few. The family group collects 
its dues, and distributes its funds to those in need; it gives its mem- 
bers at least an ultimate security against the misfortunes of life. 
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Besides these personal obligations, the family displays its unity 
in frequent celebrations -- naming ceremonies for a newborn child, mar- 
riages, funerals, anniversaries, a sendoff for a brother going over- 
seas -- and to these each branch of the family will contribute its 
share. A group of relatives will often choose a costume for the occa- 
sion, and symbolise their unity by appearing in this uniform -- a pretty 
but expensive custom. There are also regular meetings -- sometimes 
weekly, or on a Sunday of each month -- when the difficulties of members 
are discussed, disputes settled, and the progress of the family reviewed. 
Many meetings raise a small subscription, minutes are taken, and officers 
elected from time to time; they are, therefore, formal gatherings, com- 
prising from half-a-dozen to fifty people or more. In some families, the 
subscription will be put aside toward the building or repair of the fam- 
ily house, or even the running of a corporate business in the name of 
the founder. Two-thirds of the men and women interviewed in central 
Lagos belonged to families which held such meetings regularly in the 
course of a year. 


But the day-to-day visits exchanged by relatives strengthen the 
unity of the family group more than do these formal meetings. News is 
passed on, problems discussed as they arise, and the old people are 
able to live comfortably on the small presents of cash or kind brought 
for them by the kinsfolk who call during the day. Although it is less 
common now for all a man's descendants to be together in one house, the 
families of central Lagos live, for the most part, no more than ten or 
fifteen minutes walk from each other. 


Most of the people in this part of Lagos, therefore, have many 
relatives nearby. They may also be members of mutual benefit societies, 
Bible study classes, Moslem organisations, or associations of people 
from their town or village of origin -- all of which flourish. Every- 
one who belongs to such a group has a status, rights and obligations, 
and enjoys the sense of security which comes from these. 


All Nigerians, I think, are very loyal to their family group -- 
they regard their membership in it with pride and affection, and derive 
a deep sense of emotional security from it. I believe that some of the 
emotional security which a European ‘would look for in marriage, a 


Nigerian expects to find rather in a more generalised relationship with 
his kin. 


Because of this emotional and economic dependence upon the kin 
group, there is less emphasis on loyalty between husbands and wives. 
Marriage is more of a contract, with limited obligations. Husband and 
wife, recognising the attachment of the other to his own relatives, 
tend to trust each other less, and share less in common. Feelings are 
not deeply committed. The marriage may break down when money problems 
or the claims of other loyalties press upon it, especially in a 
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polygamous household. When a man has to share his income amongst sev- 
eral wives, the place of any one of them is_less secure. To protect 
themselves against the rivalries of a polygamous household, and the in- 
stability of the relationship between their parents, the children of 
the same mother tend to be drawn together with an enduring affection. 
As children grow up, therefore, it is natural for them to place their 
strongest affections and loyalties in the family group, rather than in 
a relationship with one man or woman. Thus, although most marriages 
are successful, there is less feeling of dependence in them. There is 
also less financial dependence. 


A woman cannot allow her own and her children's welfare to rest 
only on what her husband can provide. Wages are low, employment in- 
secure, traders are at the mercy of fluctuations in the market; illness, 
for lack of medical care, may be serious and protracted. There is no 
guarantee that her husband will always be able to support her. He 
may -- with her consent or not -- take other wives, and his resources 
will have to go all the further. So every woman tries to secure an in- 
dependent income from a shop, or dressmaking, or, most commonly, from 
trade. Unless her parents have provided for her, she will expect a 
sum of money from her husband to buy a stock in trade, from which she 
may make anything from a few shillings to fifty pounds or more a month. 
Her profit is her own, an independent income which protects her against 
losing her husband, and enables her to fulfill her obligations to her 
own family. Her husband is saved responsibility for her personal ex- 
penses, and she may be able to help him out of her earnings if he finds 
himself in difficulties. The trading of women is, therefore, an essen- 
tial part of the household economy and, but for it, she would be an un- 
equal and vulnerable partner in marriage and would have nothing to con- 
tribute to her own kin. A woman may be at her market stall from early 
- morning until dusk, and this, rather than her home, gets her best 
attention. 


The Consequences of Slum Clearance 





The slum clearance scheme requires the wholesale demolition of the 
neighbourhoods of central Lagos whose way of life has been described. 
Families are offered tenancies in a rehousing estate, at Suru Lere in 
the suburbs, in terraced cottages of one to four rooms. The owners of 
the property are compensated and have the opportunity to repurchase 
plots in central Lagos as they are developed, but the price consider- 
ably exceeds the amount of compensation. At present, it seems unlikely 
that any of the owners formerly resident in central Lagos will be able 
to afford to return there. The population of central Lagos will prob- 
ably be permanently dispersed by the scheme. Their rehabilitation pre- 
sents serious difficulties, both for their family life and their 
livelihood. 
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The rehousing estate provides well-built and well-spaced houses, 
with gardens, quiet, running water, and proper sanitation. But it is 
five miles from the centre of Lagos, at the end of an uncomfortable six- 
penny bus ride. So those who moved to the estate were much further from 
their relatives in central Lagos. They pay fewer visits: leaving early 
and returning late, they make as many calls as they can on their way to 
and from work. Once home, they are usually too tired to go out again, 
even if they could afford it. And they receive fewer visitors. Many I 
interviewed explained that their relatives found Suru Lere too isolated: 
fares were too expensive, they lacked time for the journey, tired of 


waiting for the bus, or were even unable to find the address when they 
arrived. 


The more formal cohesion of the family also suffered. Sixty-one 
percent of those interviewed in central Lagos were members of a regular 
family meeting, but only twenty-seven percent at Suru Lere -- either 
because they no longer attended, or because the meetings had been aban- 
doned with the demolition of the family property. Even where the meet- 
ing was still held, fewer came. 


Slum clearance, therefore, means that family groups tend to be dis- 
rupted. This can be especially hard for old people who had lived in 
family property and been cared for by relatives around them. Their 
relatives elsewhere are no longer so aware of their needs, and they 
themselves cannot afford the fare to go and ask them for help. The 
system of mutual support begins to break down. Many of the people on 
the estate, who were used to giving regular help to their relatives, 
could no longer afford it. Although rents on the estate are subsidised, 
they are still,-on the whole, more than was being paid before, partly 
because in central Lagos, where tenancies are of long standing, rents 
are exceptionally low; and partly because households occupy more space 
on the estate than they had before. The former owners are usually pay- 
ing rent for the first time in their lives. In central Lagos the aver- 
age rent of the accommodation occupied by the tenants interviewed was 
$2. 1s. 6d., on the rehousing estate £2. 7s. 9d. But the cost of trans- 
port worried them even more than the rent. It was the most universal 
complaint -- fares to work, to get their children to school,. their 
wives to market. It also raised their expenses indirectly: the men 
had to buy a midday meal at work, since they could not afford to come 
home, and prices in the local shops were higher because of transport 
charges. Apart from the shops, where prices were high, there was no 
market. Fifty-seven percent of those interviewed were spending upwards 
of £1 a month on fares -- a tenth of the income of over half the sample. 
Some of the men who worked late into the night, and had to depend on 
taxis, spent over £5 a month on fares. 








To make ends meet, they could no longer be so generous in helping 
their kin. In central Lagos, thirty-five percent of the household heads 
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made regular monthly allotments of at least £2 to relatives apart from 

their immediate family, but at Suru Lere only thirteen percent could do 
as much. Because they could no longer contribute, they were sometimes 

shy of visiting relatives whom they had been used to helping. 


Their families apart, they also tended to give up entertainment 
and their membership of benefit societies, church groups and social 
clubs, because they could no longer afford either the fare or the 
subscription. 


The higher cost of living in the rehousing estate is much more 
difficult to meet, because so many of the households earn less as well. 
Traders and independent craftsmen lose most of their business when they 
move. Few if any of their former customers are willing to lose time 
and money on a long bus ride, when they can take their orders more con- 
veniently elsewhere. The population of the estate itself is too small 
and too dispersed to support many traders or craftsmen, especially as 
most people go into central Lagos every day and continue to buy there, 
where the choice is wider and prices lower. The estate lies off the 
main roads and attracts few outsiders. Moreover, the people’ already 
established in the neighborhood have pre-empted the best sites for mar- 
ket stalls along the road to the city centre. Even those on the estate 
who still work from a shop or stall in centrel Lagos find that business 
suffers. They are no longer accessible to cu:tomers at home; lose time 
in travelling and cannot supervise their apprentic®s so thoroughly; and 
since they cannot carry their stock home every night, have now expenses 
in storage or guards. . 


Some of the skilled workers had given up working on their own ac- 
count since they moved to the estate; and many of the traders and 
craftsmen probably avoided the estate in the first place. Nearly half 
the men interviewed in central Lagos were self-employed, but only a 
quarter at Suru Lere -- and most of these were earning less. As a 
whole, the income of self-employed men had fallen by an average of 38 a 
month since their move to the estate. Since it is more difficult for a 
woman to find a paid job, they suffered even more; the income of the 
women interviewed fell by an average of 4310. 


The wives of the men interviewed were equally affected. A quarter 
had given up any attempt to trade, while as many had lost most of their 
business but still struggled, rather hopelessly, to scrape together a 
few shillings in the month. There were four times as many wives earn- 
ing nothing on the estate, as in the households interviewed in central 
Lagos. They had to depend more on their husbands, and the men at Suru 
Lere did, in fact, give more substantial allowances to their wives -- 
mostly at the expense of other family obligations. 





macési¥te ih citeadan iittala tin Nee aed oi, 


PE a 








UL DAs Biche 


1 SPEAR as 


4 
q 
4 
3 
4 
& 
; 





The rehousing estate had, therefore, all the disadvantages to a 
trader that its isolation and dispersed population would suggest. Cen- 
tral Lagos is the hub of the city, alive from early morning until late 
at night: "It is Canaan to us," said a woman trader, "a land of milk 
and honey." Suru Lere is deserted for most of the day, and its only 
thoroughfare skirts rather than crosses the estate. So there were 
fewer traders at Suru Lere, and more women not working at all, and 
those who still traded mich made less by it. In central Lagos, the 
average profit of all the traders in the households interviewed was 
B11. 12s. 4d.: on the rehousing estate it was 24. 1s. 9d. As one old 
lady was driven to exclaim: "May God deliver me out of this place." 





As a whole, therefore, the tenants on the estate earned less and 
paid out more than before they were moved. The amenities of the estate, 
its gardens and peace, sanitation and piped water, were luxuries they 
could not appreciate. Many of the families had got into debt since 
they arrived, especially in arrears of rent, and were haunted by the 
fear of eviction. Harassed by financial worries, some households 
disintegrated. 


Life on the estate, with fewer wives at work, husbands paying them 
more generous allowances, and interfering relatives at a distance, 
ought to have encouraged marriage: and there were several young couples 
who enjoyed their new independence and privacy. But more often, far 
from husband and wife drawing closer together, they were forced to sepa- 
rate. Unable to meet the expenses of suburban life, some of the hus- 
bands sent their wives home to their families and distributed their 
children amongst relatives who could care for them. Wives, finding no 
opportunity for trade, left to live with their own relatives nearer the 
centre of the city; others simply deserted when their husbands could no 
longer support them. 


Even when there had been no quarrel, husbands and wives spent more 
time apart. In central Lagos eighty-one percent of the married people 
saw their husband or wife daily; at Suru Lere only sixty-four percent. 
More of the young children, too, were living outside the household. 

The more scattered the family group, the more difficult it is to ful- 
fil obligations without absence from home. And the poorer people are, 
the greater the strain on the loyalty of husband or wife, and the com- 
peting claims of marriage and kin are less easily reconciled. 


It would be wrong to imply, however, that all the families in the 
estate were either miserable, or in danger of disintegration. A third 
of those I interviewed preferred it on the whole to where they had 
lived before. They liked the houses, the quiet in which to study, it 
gave some of the young couples the chance of a private life out of 
reach of interfering neighbors and relatives. But those who were best. 
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pleased with their new surroundings were least characteristic of the 
people of central Lagos for whom the estate was planned: they tended 
to be immigrants from distant parts of Nigeria, and in the more senior 
clerical posts. For the rest, the people of the estate felt they had 
acquired the amenities of a modern house at a sacrifice of their family 
life and livelihood, a change which had been forced upon them and. one 
which they would not have made from choice. 


Conclusions 





Slum clearance raises the fundamental problem: how can you destroy 
a neighborhood physically, without destroying at the same time the live- 
lihood and way of life of the people who have settled there? If these 
are destroyed, the clearance of slums is likely to do more harm than 
good. 


If compulsory rehousing is to be just, and a benefit to those re- 
housed, it must, I believe, fulfil two conditions: 


1) The people mst be able to afford it. In Africa, this mst 
mean that it will cost them no:more to live.in their new houses than 
their old, since very few people have money enough to pay for better 
housing. Those who can afford it and want to spend their money in this 
way will have already provided for themselves. If people are forced to 
pay for housing they cannot afford, their poverty will oblige them to 
restrict their participation in social life. Above all, it will with- 
draw them from their family, and this, in Africa especially, can cause 
great unhappiness. 


2) They must be able to re-establish their pattern of life in the 
new surroundings. They must not be too far distant from their kin, nor 
their work,. and the same range of economic activities must be open to 
them. And tHeir new homes must be so designed that they can be adapted 
to their way of life. That is to say, if they have depended for their 
livelihood on being at the centre of trade, they must be rehoused where 
they have the same chances of custom, or where there are alternative 
ways of earning a living open to them. 


These two conditions are likely tobe very difficult to fulfil in 
practice. The second condition can most easily be realised by rehousing 
the people on the site which has been cleared, but if they are to be 
less crowded than before, the buildings will have to be of several sto- 
reys. In Lagos, at least, ‘this would have been very expensive indeed 
and the cost could not have been recovered in rents. To provide for 
the people in the suburbs, as in Lagos, brings down the cost of housing 
only to increase the cost of fares, and makes it very much more diffi- 
cult to prevent the disruption of family groups and-economic relation- 
ships. New markets must be developed, new opportunities of employment 
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provided; and the new estate must be able to absorb not only those re- 
moved from the slums, but relatives who wish to settle with them or 
near them. 


Lastly, however the problem is tackled, it is likely to cost a lot 
of public money. The tendency is therefore to make the people who are 
rehoused pay for some of the cost themselves, on the grounds that they 
are, after all, enjoying a higher standard of housing, and the scheme 
is for their benefit. I believe this to be unjust: if they have to 
pay for it, it will not be to their benefit, for the reasons I have 
given. If their interests only are to be considered, it would be bet- 
ter not to rehouse them at all. If slums are to be cleared for reasons 
of national prestige, the cost is a fair charge on the public purse. 


But if slum clearance is costly, difficult to achieve without hard- 
ship and cannot fairly be charged to the people rehoused, then is it 
perhaps better to concentrate first on other equally urgent problems? 
Where the population of a town is growing so fast, overcrowding may 
well be more effectively stopped by building up new neighborhoods as 
yet undeveloped, than by displacing those already settled. The worst 
housing can meanwhile be gradually improved and rebuilt as opportunity 
arises. Meanwhile, I think they value more the social amenities of 
their lives. 


The above material is copyrighted and may be freely repro- 
duced only in underdeveloped countries. A complete credit 
citation must accompany each reproduction as follows: 


From "Slum Clearance and Family Life in Lagos," 
by Peter Marris, Human Organization; the Society 
for Applied Anthropology, New York State School 
of Industrial and Labor Relations, Cornell 
University, Ithaca, N. Y., Volume 19, Number 3, 
Fall, 1960. Copyright 1960 by the Society for 
Applied Anthropology. 
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ON THE THEORY OF SOCIAL CHANGE: 
HOW ECONOMIC GROWTH BEGINS 


Everett E. Hagen 


spent: for International Studies, 
assachusetts Institute of Technology; 
Homewood, Illinois, The Dorsey Press, 
1962, xvii and 557 pp./ 


This book is an effort of major significance by an 
economist to explain how economic growth begins within 
the context of the social process as a whole. To equip 
himself for this task, Dr. Hagen -- Professor of 
Economics and Senior Staff Member at the Center for 
International Studies of Massachusetts Institute of 
Technology -- spent six years in intensive study of 
sociology, anthropology and psychology. Combined with 
his own professional training as an economist and with 
his extensive field experience in underdeveloped coun- 
tries, this broadening of his conceptual perspective 
has enabled Dr. Hagen to achieve a most impressive 
synthesis of the relevant social science disciplines 
in seeking to answer the question of how economic growth 
starts. Dr. Hagen writes in so clear a style and with 
so little professional jargon that the essential points 
of his analysis and evidence can be easily understood 
by the non-technical reader. 





The focal point of Dr. Hagen's particular interest 
is in discovering what has made some people in tradi- 
tional societies become innovating entrepreneurs. He 
finds the key to understanding this phenomenon in cer- 
tain unusual childhood experiences which these people 
have had. He writes: 


"The impact on adult behavior of patterns 
learned in childhood is always great. A model 
of society which does not take it into account 
is of limited usefulness. The motivations of 
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the adult which lead him to seek a pattern of relationships 
paralleling those which were satisfying in his childhood are 
of course unconscious....The social sciences mst recognize 
also the converse relationship between society and childhood. 
If changes in childhood environment are required before there 
can be any basic change in a society, it is also true that 
something must have caused the changes in childhood environ- 
ment. And the most likely cause of change in childhood en- 
vironment in a society which has hitherto been reasonably 
satisfying to its members (so that one generation has repeated 
the one before) is the appearance of some new tension in the 
social structure. If a new social situation causes the mem- 
bers of some group, who were previously reasonably content, 

to be anxious about their lives, the anxiety will affect their 
behavior in the home and hence the environment in which their 
children grow up. I suggest that such tensions, existing over 
a period of generations, are a fundamental cause of social 
change, and that a model of society which incorporates such 
tensions and their impact on childhood environment may be 
Priel as s0 


The psychological, social and economic processes that produce entre- 


preneurship and technological innovation in traditional societies are 
highly complex, and most of Dr. Hagen's book is devoted to explaining 
their intricate interactions. Many of Dr. Hagen's basic concepts and 
explanations have been familiar to sociologists, psychologists and his- 
torians. Yet, economists have generally paid little attention to this 
growing body of knowledge. Dr. Hagen has rendered a great service in 
this book not only because of his skillful synthesis of unfamiliar so- 
cial science disciplines but also because of the many new insights he 
brings to particular aspects of the social process. His work will also 
help to widen the narrow perspective of most economists and make avail- 
able a much richer set of analytical concepts to those concerned with 
development problems. This book is an important contribution to the 
theory of development. 
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FACTORS IN ECONOMIC DEVELOPMENT 


A. K. Cairncross 


[London, George Allen & Unwin, 


1962, 346 pp. 


This is a collection of essays on various aspects 
of economic development by one of England's foremost 
economists. Mostly written within the last three or 
four years, these essays are grouped under three major 
subjects: the role of capital formation in development; 
the relation of foreign trade to development; and the 
administration and planning of development. 


In each of these subject areas, Dr. Cairncross 
surveys critically the conventional views in both the 
advanced and the less developed countries. He raises 
important questions regarding the over-emphasis on capi- 
tal investment as the determinant of economic growth, 
and on the extent to which dependence on exports of raw 
materials has hampered the development of primary pro- 
ducing countries. In the course of his analysis, Dr. 
Cairncross stresses the importance of education, of 
technological innovation and training, and of commer- 
cial contacts in fostering the process of economic 
development. 


Those interested in new thinking and fresh insights 
on familiar development problems and doctrines will find 
a careful reading of this book a most stimulating 
experience. 
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RECENT BIBLIOGRAPHIES 


Selected Readings and Source Materials on Economic 
Development: A List of Books, Articles and Reports 
Included in a Small Library Assembled by the Economic 
Development Institute; International Bank for Recon- 


struction and Development, Washington, D. C., 1962, 
vi and 66 pp. 














With the financial assistance of the Rockefeller 
Foundation, the Economic Development Institute of the 
World Bank prepared libraries of books, monographs and 
articles in English on economic development. In 1961, 
these libraries were donated to government agencies, 
banks, and other public.institutions in 55 countries. 
Now, the EDI has published as a bibliography on eco- 
nomic development the titles of the materials contained 
in these libraries. 


The bibliography is divided into broad subject 
areas covering the main aspects of economic development. 
These include general theory; country studies; develop- 
ment planning and administration; basic data and econo- 
metric techniques; mobilization of capital; land and 
agriculture; population and labor; industry and com- 
merce; international trade; urbanization, community and 
regional development; and noneconomic factors in devel- 
opment. Selected references are arranged alphabetically 
under each of these headings. Many experts participated 
in the preparation of this excellent bibliography. Men- 
tioned especially were Professor Daniel Marx of 
Dartmouth College, the late Sidney Kramer of Washington, 
D. C., and Martin L. Loftus, Librarian of the Joint Bank- 
Fund Library of Washington, D. C. Copies of the bibli- 
ography are available free of charge from the Publications 
Section, International Bank for Reconstruction and 
Development, Washington 25, D. C. 
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Bibliography on Taxation in Underdeveloped Countries; Cambridge, The 
Law School of Harvard University, 1962, 75 pp. 





This comprehensive bibliography was preparea at the Harvard Law 
School's International Program-in Taxation with some financial assist- 
ance from the joint Tax Program, sponsored by the Organization of 
American States, the UN Economic Commission for Latin America and the 
Inter-American Development Bank. The bibliography begins with a gen- 
eral section:on taxation and public finance in underdeveloped countries, 
followed by one grouping references under five regional headings -- 
Africa, Asia, Central America, Latin America, and the Middle East. The 
rest of the bibliography -- by far the largest part -- consists of ref- 
erences listed under 93 country headings. Most of the materials are in 
English, but references to Spanish- and Portuguese-language publica- 
tions are included for the Latin American countries, as are French- 
language references for the French-speaking African, Asian and Middle 
Eastern countries. Inquiries should be addressed to International 
Program in Taxation, Harvard Law School, Harvard University, Cambridge, 
Massachusetts. 


Biennial Review of Anthropology, 1961, edited by Bernard J. Siegel; 
Stanford, California, Stanford University Press, 1962, 338 pp. 





This biennial review contains a bibliographical article by Vera 
Rubin on "The Anthropology of Development," surveying materials pub- 
lished in English during the period 1957-60. However, Dr. Rubin's re- 
view also covers a number of earlier publications of continuing impor- 
tance in the field of applied anthropology. The references discussed 
by Dr. Rubin are grouped under social and political changes; government 
and administration; urbanization; education; and health. Over 250 
books, monographs, reports and articles are discussed under these head- 
ings. The Biennial Review also contains a bibliographical article by 
Clifford Geertz on "Studies in Peasant Life: Community and Society" 
and one by A. Kimball Romney on "Social Organization." Both of these 
chapters contain numerous references to recent materials on work in 
these subject areas in underdeveloped countries. 
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